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New Classes.... 


for ACCOUNTANCY STUDENTS just beginning their studies are 
being organised preparing them for the October, 1957, examinations 
of the Institute of Chartered Accountants and of the Australian 
Society of Accountants. The new groups begin on Thursday, 7th 
March and Friday, 22nd March, 


ACCOUNTANCY STUDENTS desiring to study by CORRES. 
PONDENCE may commence their studies with us at any time. The 
specially prepared texts present the subject matter of the course 
clearly in language reasonably easy to understand. 


Full information regarding our educational activities gladly given 
upon request free and without obligation. 


Model Answers to the Australian Society of Accountants examina- 
tions are still available as follows: 
Stage 1— Accounts and Auditing October, 1956. 


Stage 2— Company Law and Accounts October, 1955; April, 1955. 
October, 1956; April, 1956. 


Stage 3— Advanced Accounts and 
Auditing 20.0 0. wu. ... ... October, 1955; April, 1955. 
October, 1956; April, 1956. 


Stage 3— Management Accounts .... ..... October, 1955; April, 19565. 
October, 1956; April, 1956. 


Commercial Law “A” and “B” October, 1956. 
Price 5/- each, post free. 


Monetary Theory & Practice ... ...... ...... .... October, 1956; April, 1955. 
October, 1954; April, 1954. 


Income Tax Law & Practice ..... ...... ...... ..... October, 1956; April, 1956. 
October, 1955; April, 1955. 


Stage 3— Final Auditing October, 1956. 
Price 3/6 each, post free. 
Exchange must be added to Country and Interstate cheques. 


All other editions are at present out of print. Model Answers are & 
positive help to candidates because they give an indication of the 
type of question set, the style of answer which is appropriate and 
afford invaluable practice for success in the examination room. 


A. E. SPECK Commercial College 


138 FLINDERS STREET, MELBOURNE. 
Phone: MF 4648, MF 4649 


"The future belongs to those who prepare for it”. 





Jip 





The Australian Accountant, February, 1%: 





PFFzTrPrVSAsa QO 





VOLUME 27, NUMBER 2 


PUBLISHED monthly by Account- 
ants Publishing Company Limited 
for the Australian Society of 
Accountants, the Australasian 
Institute of Cost Accountants and 
the New Zealand Institute of 
Cost Accountants (Inc.). 


SUBSCRIPTION: thirty — shillings 
per annum; single copies three 
shillings. 


EDITORIAL STAFF: Editor, H. W. 
Slater. Taxation Editor, R. E. 
O'Neill. Legal Section, L. C. 
Voumard. Cost Accounting Sec- 
tion, A. H. Blamey. 


EDITORIAL OFFICE: 37 Queen 
Street, Melbourne. Telephone 
MU 9351. 


ADVERTISING REPRESENTA- 
TIVES: Hopkins G Reilly, 129 
King Street, Melbourne. Telephone 
MB 2018. 


OPINIONS expressed by the edi- 
tors and contributors are their own 
ond are not necessarily endorsed 
by the Australian Society of 
Accountants, the Australasian 
Institute of Cost Accountants, or 
the New Zealand Institute of Cost 
Accountants (Inc.). 


Tu 
AUSTRALIAN ACCOUNTANT 


February 1957 








CONTENTS 


Editorial 
Productivity and Progress 


Articles 

Statistical Sampling for Auditors: F. K. Wright 
Sum-of-the-Years-Digits: W. L. Burke 

The Auditor, the Law and Stock: R. C. Dalton 


The Place and Functions of Accounting in Management: 
Edmund A. Burley 


Estimates, Costs and Appraisals in the Construction 
Industry: J. D. Seyfort 


Taxation Section 

Taxation Review: R. E. O’Neill 

Notes on Selected Tax Cases: D. C. Wilkins 
Questions and Answers in Parliament 


Departments 

Monthly Review of Current Events 

Recent Legal Decisions: L. C. Voumard 

Book Reviews 

Current Problems Discussed in Overseas Journals 
News and Notes 








How Leading Companies 


“Grow Their Own’ Executives 


from Promising Employees 


(OP MANAGEMENT of many companies is 

faced with a shortage of availalle executives. 
They are searching within the ranks of their own 
organizations to groom promising employees for the 
step-up to executive stature. These companies find 
many successful employees who do their specific 
jobs outstandingly—but lack the broader perspec- 
tive and leadership experience necessary to direct 
projects or manage departments. 


Proved Pian Offers Solution 


Many foresighted companies now find a new ap- 
proach to this problem by “growing their own” 
executives through a successful, proved plan which 
often supplements their own training programmes 
for promising employees. This unique plan is the 
Dale Carnegie training for leadership. In the 
past 44 years, it has perfected remarkahly eflective 
techniques for developing qualified employees into 
executives. Thousands of companies in all kinds of 
business are using this plan today—over 138 of 
them in Australia. 


A Survey Tells the Facts 


A survey of 76 industrial firms revealed that almost 
90% of employees who handled their own special 
jobs well did not advance to executive standing for 
these reasons: 
* they lacked the confidence to assume broader 
responsibility 
they had not developed the cbility to express 
themselves convincingly in conference and before 
groups 
they had little perspective on the problems of 
other departments 
they didn’t know the techniques of leading 
others. 
The qualifications for leadership that these men 
lacked, but had potentially, are specifically the ones 
that are developed by Dale Carnegie training. 


What Dale Carnegie Training Does 
Through tested educational and applied psychologi. 
cal techniques, the Dale Carnegie training bring 
out the best in able employees . . . jolts them out 
of the rut of specialized jobs . . . develops latent 
abilities and attitudes essential for leadership, 


Specifically, here’s what this training does fe 
promising employees: 


Trains them for greater responsibility 


It helps develop the self-confidence they need to 
handle problems outside their specialized field; 
stimulates their ambition to rise through the ranks, 


Trains them to express themselves clearly 

It develops the ability to put their ideas into words 
. to get up on their feet and express them con- 

vincingly. This skill alone can make the difference 

between a man who is valuable only in a subordinate 

capacity and one who is qualified for leadership. 


Gives them an understanding of others 

It stimulates their desire to know about the interests 
and work of people in different departments. This 
broadens their grasp of a company's oversl 
operation. 


Trains them to work harmoniously with others 
It helps them get along better with people . . . dea 
more effectively with superiors, subordinates and 
customers. 


Trains their memory 

It develops their ability to remember names, fac’s 
and figures so they are better qualified to me 
intelligent decisions and solve problems. 


A revealing #0pp. handbook, “What the Dale Carnegie Course can do for you", analyses the 
shortcomings that hold capable men back from adeancement, and explains how the Dale Carnegie 
training can help them develop executive capacity. A free comy is available to YOU . . . just 


write, call or telephone. No obligation, of course! 


DALE CARNEGIE INSTITUTE 


Human Relations 


SPONSOR IN AUSTRALASIA ... 


Effective Speech 


122 Bank House .. . Bank Place . . . Melbourne 
122 National Mutual Bldg., 293 Queen St., Brisbane 


pry. L10. 
Leadership Training 


HEMINGWAY ROBERTSON INSTITUTE 


122 Barrack House . . 16 Barrack Street .. Sydoer 
122 Shell House . . 170 North Terrace . . Adela 
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Productivity and Progress 


An interesting result of the 

summer school of the Institute of 

Political Science recently held 
in Canberra was a suggestion that an 
Australian Productivity Council should 
be established, to work along similar 
lines to the organisation that has been 
operating in the United Kingdom since 
1953. 


Productivity is a misused and mis- 
understood word, particularly as it is 
often expressed in terms of output per 
man-hour. It is a word that means the 
ratio of productive achievement to the 
corresponding expenditure of effort, 
material, power, equipment and time; 
and maximum productivity will result 
from the optimum employment of our 
available manpower and resources. 


Thus maximum productivity is not 
merely a matter of hard work. In fact 
it is only in the poorest and most pri- 
mitive communities that the maximum 
physical effort is called for, merely to 
survive. Of course labour has its part 
to play in increasing productivity, but 
it is of vital importance to see that 
labour is given the most effective and 
efficient equipment to work with. For 
it is from technological advances that 
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the most spectacular improvements in 
industrial output can be expected in 
the future. 


The interests of all members of the 
community will be served by greater 
productivity, for it is only thus that 
the standard of living can be raised. 
Restrictive practices by any sectional 
group must be injurious to all in the 
long run. That is logical, but tradi- 
tional doubts and enmities do exist and 
will die hard. It is better that they 
should be ventilated and resolved than 
that they should be left to smoulder. 


Another important factor to be con- 
sidered is the activity of government, 
which takes an ever-increasing respon- 
sibility for controlling the level of 
economic activity. Fiscal and other 
measures have considerable effect on 
the level of private investment, which 
in turn is one of the most important 
factors affecting productivity. 


The proposal for a national produc- 
tivity council on which both manage- 
ment and labour would be represented 
is to be commended, as one likely to 
lead to a much wider understanding of 
their respective roles in national de- 
velopment. 
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Four members of the Austra- 
lian Society of Accountants 
were honoured by Her Majesty 
the Queen in the New Year. 
Mr. William John Jungwirth, A.A.S.A., 
Secretary of the Victorian Prem- 
ier’s Department, was created a 
Knight Bachelor. This honour was 
for public services, and for ser- 
vices in connexion with the Mel- 
bourne Olympic Games. Two other 
Victorians have been made Officers of 
the Order of the British Empire: Mr. 
John Lawrence Knott, A.A.S.A., Deputy 
Secretary, Department of Defence Pro- 
duction, Melbourne; and Mr. Thomas 
Forristal, A.A.S.A., Accountant of the 
Victorian Treasury, who was a state 
representative on the Organising Com- 
mittee of the XVIth Olympiad, Our 
congratulations go to these three gentle- 
men, whose public services have been 
so highly and so fittingly honoured. 
A fourth member to be honoured is 
Mr. Edward James Gregory Wilson, 
A.A.S.A., of the Commonwealth Rela- 
tions Office. Mr. Wilson has been 
created a Companion of the Order of 
St. Michael and St. George. 


From crisis to crisis 


The Australian economy moves from 
one crisis to another with bewildering 
rapidity. It seems no time at all— 
and it is indeed only twelve months— 
since the period of “spendthrift pros- 
perity” criticised by the eight econo- 
mics professors, who made a _ public 
statement predicting “an acute eco- 
nomic crisis” unless corrective action 
were taken. Their recommendations 
were substantially adopted. The year 
1956 saw increases in company tax and 
certain indirect taxes, a policy of dearer 
money, and a further tightening of 
import controls that had already be- 
come burdensome. Our balance of pay- 
ments crisis was with us, it seemed, 
practically to the end of the year. Then, 
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like one movie scene dissolving into 
another, the picture changed. The im- 
port controls had evidently been even 
more effective than expected; export 
earnings turned out higher than had 
been foreseen. It seemed that, barring 
accidents, we could look forward to a 
balance of payments surplus in 1956- 
57. 


An innocent observer might be par- 
doned for thinking that this should 
mean a return to something like nor- 
mal; but already it is being suggested 
that the new situation carries a threat 
of more inflation. Higher export earn- 
ings bring a greater local demand for 
goods, but with a lower level of im- 
ports there are fewer goods available. 
We seem to have heard something like 
this before. Does it mean that before 
long someone will start speaking of 
“an excess of spending power in the 
hands of the public”, and will suggest 
an all-too-familiar remedy to “drain it 
away”? 

One of our wartime comrades-in-arms 
had a favourite expression that seems 
particularly apt in the present circum- 
stances. After wangling his way of 
a fatigue party, only to find himself 
immediately detailed for guard duty or 
something equally onerous, he would 
say with disgust, “Yer just can’t wit, 
mate, can yer?” 


Professional incomes 


The University of Melbourne Ap 
pointments Board recently published 4 
preliminary report of the results of its 
survey into professional incomes lm 
Victoria. The investigation covered 
earnings in ten professions for the 
year ended 30 June 1956. The Board 
sent out 16,831 questionnaires and re 
ceived 9,541 replies. The lowest pro 
portion of replies came from dentists 
(38 per cent.) and the highest from 
hospital scientists (78 per cent.). The 
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res given for accountants are based 
on 4,271 replies, a 59 per cent. response. 


The report shows that average pro- 

fessional incomes for men were: 

£ 
3,255 
2,604 
2,490 
2,211 
2,159 
1,994 
1,832 


Medicine .. 
Sree 
Dentistry .. 
Architecture .. 
Engineering .. . 
Chemistry .. .. 
Accountancy .. ........ 
Agricultural Science .. 1,814 
BE Sc nm) 9) eel caends (eee 
We are tempted to suggest some reasons 
for the various placings on “the lad- 
der”, but on reflection we think it 
wiser to let the reader work these out 
to his own satisfaction. 


It is interesting to note that accoun- 
tants holding university degrees had 
an average income of £2,024, by com- 
parison with the overall average for 
the profession of £1,832. 


Incomes varied, of course, according 
to age and according to nature of em- 
ployment. Average incomes, according 
to age, of men accountants were: 


Age £ 
ess 6 eA SE 
25-29 .. 1,394 
30-34 .. 1,563 
35-39 .. 1,790 
40-44 .. 1,913 
45-49 .. 2,138 
50-54 .. 2,213 
55-59 .. 2,321 
MA ie a0 2,261 
65 and over .. 2,204 


A smilar pattern, of incomes rising 
0 a peak in the fifties and thereafter 
declining, was discernible in nearly all 
professions. 


The largest earners among accoun- 
tants were sole practitioners or part- 
hers, and the smallest earners were 
the employees of sole practitioners or 
partners; the latter result is perhaps 

use of the comparative youth of 
practitioners’ staffs. The average in- 
‘mes of men accountants according 


. the nature of their employment 
re: 
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Medicine .. 
Dentistry .. 

een a oak 
rare 
Agricultural Science . 
Architecture .. .. .. 
Hospital Scientists 
Accountancy .. 
Physics 


Published accounts 

The American Institute of Accoun- 
tants has produced the tenth edition 
of its annual Accounting Trends and 
Techniques, a 299-page survey of the 
reporting techniques of 600 U.S. com- 
panies. The survey shows, for example, 
that 78 per cent. of companies presented 
their 1955 financial statements with 
figures of previous years to permit com- 
parison, whereas in 1946 only 41 per 
cent. presented statements in compara- 
tive form. In 1955, also, the title 
“Profit and Loss Statement” had al- 
most disappeared, being used by only 
10 per cent. of companies; descriptions 
such as “Income Statement”, “State- 
ment of Earnings’, &c., were more 
popular. The term “Balance Sheet”, 
while still the most common in 1955, 
had lost ground to such expressions as 
“Statement of Financial Position” or 
“Statement of Financial Condition’. 

The kind of research that goes into 


How employed £ 
As sole practitioner or partner 2,340 
Employed by: 
Sole practitioner or partner 1,340 
BURGER. UEER..oe ca) ca:-me sss, bete 
Commonwealth Government 

or authority .. .. .. .. 1,656 
State Government or author- 

i ceth’ seve wae seu wie et ae 
Municipal authority .. .. .. 1,768 
Public hospital or clinic 1,586 
University eam 
It should be observed, of course, that 

the gap between sole practitioners and 
employees may be narrowed if allow- 
ance is made for such benefit. as super- 
annuation, paid sick leave and the like. 
In all cases the average incomes of 
women were found to be lower than 
those of men. Women’s average earn- 
ings, classified by profession, gre 

1,864 

1,620 

1,610 

1,237 

1,229 

1,073 

1,065 

1,064 

996 
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the preparation of a volume such as 
Accounting Trends and Techniques is 
of the greatest importance. It is of 
value, of course, to anyone who is con- 
cerned with the preparation of pub- 
lished accounting reports. Apart from 
this, legislatures and _ professional 
organisations are from time to time 
prompted to demand or recommend 
certain minimum standards of corpor- 
ate reporting. It would seem to be 
fundamental to their deliberations that 
they should know, first of all, what is 
being done in practice; secondly, and 
perhaps even more important, they 
should know what is being consistently 
or commonly omitted. Subsequently, 
it becomes equally important to dis- 
cover whether statutory requirements 
and the recommendations of profes- 
sional bodies are in fact being observed. 


There has been little research of this 
kind carried out in Australia. How- 
ever, a valuable pilot survey was re- 
cently made by Professor R. J, Cham- 
bers, and his findings were published 
in this journal (December 1956) under 
the title “Trends in Corporate Report- 
ing”. Another investigation, more re- 
stricted in scope but none the less in- 
teresting, was made by Mr. L. Goldberg 
and was reported in his Australian 
Society of Accountants Research Lec- 
ture delivered in the University of 
Queensland in 1954. This lecture, “De- 
preciation in Published Company Re- 
ports”, has not been published in Aus- 
tralia, but it appeared in the English 
— Accounting Research, for July 
1955. 


Mr. Goldberg set out to discover, 
among other things, the effect on Aus- 
tralian published company reports of 
the recommendations (in so far as they 
relate to depreciation) promulgated in 
1946 by the Institute of Chartered 
Accountants in Australia. For ex- 
ample, recommendation I, paragraph 
19 (c), of the Chartered Institute re- 
commendations states that “amounts 
(if any) charged for depreciation or 
amortisation on , . . fixed assets” should 
be stated separately in the profit and 
loss account. Mr. Goldberg’s survey 
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covered the reports of a sample of 
seventy-eight Australian companies 
over the years 1945 to 1953, and he 
found little evidence to suggest that 
the pronouncement of the Institute had 
had a great deal of influence in indy. 
ing companies to include the amount 
of the depreciation charge in the profit 
and loss account. Space does not per. 
mit reproduction here of the detailed 
findings on which this conclusion was 
based: interested readers should refer 
to the original article. Fairly typical 
of the findings was that, of twenty. 
three New South Wales companies in- 
cluded in the sample, only four varied 
their procedure between 1946 and 1953 
by including depreciation in the profit 
and loss account; eight were already 
doing so before 1946, and the remain- 
ing eleven made no variation in their 
method of disclosure. 


This sort of conclusion should surely 
give rise to some soul-searching among 
Australian accountants. The Institute 
recommendation calls for no more than 
a reasonable minimum standard of dis 
closure. One can only guess at present 
whether the situation disclosed by Mr. 
Goldberg is an isolated case or is rep 
resentative of a general attitude. More 
research of this kind is necessary, for 
we may be persuaded to correct our 
faults if we only know what they are 


Mr. Walter Scott honoured 


Mr. Walter Scott, F.A.S.A., F.CAA, 
has been chosen as the recipient of the 
Wallace Clark Award for 1957 The 
Award is made for “a distinguished 
contribution to scientific management 
in the international field,” and it is re 
garded as the highest award in the field 
of international management, It com- 
memorates the late Mr. Wallace Clark, 
one of the pioneers of scientific manage 
ment. Previous winners of the AW 
have included Dr. Lillian Gilbreth of 
U.S.A. and Lt.-Col. L. F. Urwick of 
Great Britain. This is the first oc 
sion on which the Award has be 
made to an Australian. It will be pre 
sented to Mr. Scott at the international 
management congress to be held 
Paris in June this year. 
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A marriage has been arranged 

Proposals for rationalisation are 
nearly always rational but are often 
sad to contemplate, especially when 
they portend the extinction of some old 
and honoured institution. It is hard to 
avoid a reaction such as this to the 
scheme, announced just before Christ- 
mas, whereby it is proposed that mem- 
bers of the Society of Incorporated 
Accountants should be absorbed by the 
Chartered Institutes of England and 
Wales, of Scotland, and of Ireland, 
with the Society itself eventually to go 
into liquidation. 

The Society was incorporated in 
London in 1885, five years after the 
grant of a Royal Charter to the Insti- 
tute of Chartered Accountants in Eng- 
land and Wales. Its main purpose was 
to provide a professional association 
and professional status to those accoun- 
tants who were unable to obtain ad- 
mittance to the chartered body. Its 
members called themselves (and still 
do) “incorporated accountants”, in 
contradistinction to the description 
“chartered accountant”. At first there 
was war to the teeth between the two 
bodies. The Accountant hurled invec- 
tive at the Society in the best nine- 
teenth century style. The following, 
from an issue in 1886, is a sample of 
its more venomous attacks: “From re- 
ferences to various published direc- 
tories and other sources and an inspec- 
tion of the Society’s list, we find re- 
presented among its members, a for- 
midable array of clerks of all kinds— 
rent collectors, corn merchants, shop 
keepers, valuers, collectors of taxes, 
bailiffs, secretaries of various concerns, 
civil engineers, school board clerks, 
overseers, timber agents, pawnbrokers 
and manure merchants.” 


This of course is now ancient his- 
tory. Today the Society occupies an 
honoured place among British accoun- 
tancy bodies, and it exists alongside the 
Chartered Institute on terms of friendly 
tivalry. Why then the proposal for 
absorption? First, to reduce the mul- 
liplicity of accountancy bodies, which 
causes confusion in the public mind; 
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second, to enable the Institute of Char- 
tered Accountants in England and 
Wales “to speak with one voice for an 
overwhelming majority of profession- 
ally trained accountants in England 
and Wales .. .”; and third, because the 
number of articled clerks which a prac- 
tising member of the English Char- 
tered Institute may have in his ser- 
vice is to be increased, and it is evi- 
dently believed that many people have 
become incorporated accountants in the 
past because they have been unable to 
obtain articles in a chartered accoun- 
tant’s office. (Articled service is a pre- 
requisite to membership of the Char- 
tered Institute.) On this point we re- 
produce without comment part of the 
official memorandum sent to members 
of the Chartered Institute: 

It would clearly be a retrograde step for 
the accountancy profession as a whole and 
for the public at large if the Society were 
forced to relax the standard of its training 
so as to allow it to be based to a large extent 
on commercial rather than on professional 
experience. The Society depends for its new 
entrants largely upon recruitment in the offices 
of Chartered Accountants and would be seri- 
ously affected by any change in the Institute’s 
system of articles. It is thought, therefore, 
that the Society may well feel a sense of 
insecurity and that, in the absence of integra- 
tion, it might be forced to broaden the basis 
of its recruitment by accepting approved ac- 
countancy service in industry, including the 
nationalized industries, which the Institute 
regards as an inadequate form of training for 
ublic accountants and as being against the 
ong-term interests both of the profession and 
of the public. ... 


One other aspect of the scheme may be 
told in the form of a riddle: When is a 
chartered accountant not a chartered 
accountant? The answer is that, under 
the absorption proposal, those incor- 
porated accountants who are not prac- 
tising as public accountants in England 
and Wales, or who have not served in 
the offices of public accountants in 
England and Wales, will be admitted as 
members of the English Chartered In- 
stitute but will not be permitted to call 
themselves chartered accountants. 

The scheme also provides for the ad- 
mittance, under prescribed conditions, 
of Scottish and Irish incorporated ac- 
countants to the Chartered Institutes 
of Scotland and Ireland. It will be 
some time, of course, before it is 
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known whether the proposal is accept- 
able to the members of all the bodies 
involved. 


Scrapping endorsements 

Mr. Graham Page, an English M.P., 
is a man with a mission. In the United 
Kingdom, some 600 million cheques per 
year require endorsement, and this in- 
volves the waste of countless man- 
agerial and clerical hours both inside 
and outside the banks, not to mention 
several thousand gallons of ink. Some 
two years ago Mr. Page brought in a 
private member’s Bill whose object 
was to eliminate the need for endorse- 
ments on order cheques. The Govern- 
ment was interested, and it referred 
the matter to a committee which has 
now come up with some suggestions 
that, if not new, have at any rate the 
weight of added authority behind them. 
Briefly, the committee proposes that 
order cheques, when cashed over the 
counter or negotiated to a third party, 
should still require endorsement, but 
that endorsement should not be re- 
quired on an order cheque paid into the 
payee’s own account. Certain supple- 
mentary changes in the law would fol- 
low. The legal protection at present 
afforded to bankers would be contin- 
ued. And to cover the case of those 
businesses which use the endorsed 
cheque as a voucher evidencing pay- 
ment, it is recommended that the law 
should provide that payment of a 
cheque by the banker on whom it is 
drawn should be prima facie evidence 
that the named payee has received the 
money. 

Late in 1956, Mr. Page sought and 
obtained leave to bring down another 
Bill in the House of Commons which 
would give effect to the committee’s re- 
commendations. 


Land tax in N.S.W. 

The haste with which the land tax 
legislation of New South Wales was 
brought into force has left everyone a 
little breathless. The Act was passed 
on October 31, returns were due by 
December 27, and the tax is due for 
collection not later than June 30 next. 
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The Society’s New South Wales Regis. 
trar received a letter from the Commis. 
sioner of Land Tax concerning the pro. 
cedure to be adopted in seeking an ex. 
tension of time for lodging returns, but 
unfortunately our press dates for last 
month’s issue were such that it was 
impossible to publish this information 
in January. The Commissioner had 
indicated that he would be prepared to 
grant extensions in suitable cases pro. 
vided the applicant was able to state 
the approximate number of taxpayers 
involved, undertook to supply a nun- 
bered list identifying the taxpayers by 
a nominated date in January, and 
undertook also to lodge returns as they 
were completed without waiting for 
the final date of the extension granted, 
Readers who have been granted exten- 
sions are particularly requested to ob- 
serve the third of these conditions, as 
it will be appreciated that the Commis. 
sioner is charged with the duty of col- 
lecting the first year’s tax before June 
30 next. 

A note on objections and appeals 
against land tax assessments will ap- 
pear in our taxation section next 
month. 


Public borrowing 

Stating the case for government bor- 
rowing at the annual meeting of the 
International Bank for Reconstrue- 
tion and Development, the Chairman of 
the Board of Governors said: “Private 
capital alone, however, is not suffic- 
ent. There are tasks which it cannot 
accomplish. Experience shows that 
private investment is encouraged more 
where public investment has already 
provided certain facilities, such as pub 
lic utilities, irrigation works, ports and 
highways. In other words, a prope 
public investment, far from reducing 
the inducement for private investment, 
really provides bigger and better op 
portunities. I want to assure My 
friends in the Bank that in Mexico 
there is no dilemma between private 
and public investment. They follow 
parallel roads, and both are contribu 
ing—as demonstrated by the facts—t 
wards increasing productivity and 4 
high standard of living. In the 
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analysis, these are the best guarantees 
of freedom and democracy.” Words 
which are not without application for 


Australia. 


Gold production 

Production of gold in Australia is of 
particular importance because of the 
metal’s certain market abroad where it 
can supplement Australia’s dollar 
earnings or serve to purchase any other 
currency or commodity. In October 
the mine production was nearly 87,000 
fine ounces, making a total of 854,000 
fine ounces for the first ten months of 
1956, cnly a slight reduction on the 
858,000 fine ounces produced in the 
corresponding period of 1955. The 
Commonwealth subsidy paid to pro- 
ducers has fluctuated sharply month by 
month, exceeding £108,000 last April, 
falling to about £5,000 in May and 
amounting to some £58,000 in October. 

Exports of gold were comparatively 
high during October at 155,000 ounces, 
although they were only 54,000 ounces 
in the previous month. During 1955- 
56, monthly exports averaged some 
44,000 ounces. 


Harder selling 
The Electrical and Radio Develop- 
ment Association of New South Wales 
foresees keen competition to sell the 
industries’ products during the coming 
year. An editorial in its journal, Erda, 
reviews the year 1956, recalling that 
“all portents of a good summer selling 
season did not eventuate; demand for 
consumer goods failed to reach expec- 
tations, with the result that manufac- 
turers were forced to cut back produc- 
tion programmes in a number of in- 
stances.” The review goes on to say 
that “everything points to the present 
lack of confidence among buyers carry- 
Ing over well into 1957”. This is being 
met, according to the editorial, by a 
process of consolidation among manu- 
facturers and a move “toward complet- 
ing a full ‘line’ of appliances”. This 
could easily swing in 1957 towards 
¢ American scene, where pressure 
continues to be applied on retailers to 
me ‘single-brand’ sellers”. 
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Different standards 


As the Japanese economy becomes 
more stable, there are renewed hopes 
among the workers for the introduc- 
tion of a guaranteed minimum wage. 
There seems much doubt, however, 
whether the labour movement’s ideas 
of a fair minimum have much chance 
of realisation, although they are backed 
by such forces as the Central Council 
of Trade Unions, known as Sohyo. 
Labour’s ambitions would probably be 
satisfied with a monthly minimum of 
8,000 yen. This is equal (on the ex- 
change) to about £2 weekly (although 
it must be admitted that it would prob- 
ably buy a good deal more of life’s 
essentials in Japan than £2 a week in 
Australia). Even this apparently 
modest hope compares handsomely 
with the prevailing wages for many 
Japanese workers. It is estimated that 
there are at least 3 million workers 
now receiving about 3,000 to 3,500 yen 
monthly. One of the dilemmas of gov- 
ernment policy is that if a low mini- 
mum is set, foreign criticism that 
Japan is competing unfairly on inter- 
national markets, through the cheap- 
ness of her labour, will be confirmed 
and stimulated. But to fix a minimum 
which would quash such criticism 
might involve Japanese industry in in- 
tolerable disruption. 


Tempered prosperity 


Although 1956 generally was a year 
of high prosperity in the United States, 
there were modifying factors. Indus- 
trial production was at a high level, 
along with employment and aggregate 
incomes. With low unemployment and 
high levels of consumer demand, it 
would appear that the economy was in- 
deed prospering. However, the rate of 
growth is important if we are to judge 
likely trends for the future. And 
1956 growth was slower than in 1955. 
The price trend was still upward, so 
that inflation and cost rises tended to 
undermine business expectations and 
net profit margins, and discourage 
some of the corporate investment and 
the expansion which is the basis of 
rising demand in an industrial econ- 
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omy. Thus it may be that the boom 
was destined to lose its bloom, with 
repercussions in the same direction for 
the many other countries which are so 
greatly affected by the level of U.S. 
economic activity. 


Markets for grain 


Important changes have occurred in 
the markets for Australia’s various 
crops in recent years. Wheat, long 
considered our second export, suffered 
from poor markets for a considerable 
period until the recent revival of de- 
mand, while barley and oats came more 
into favour. While Australian wheat 
areas contracted in response to the 
poor market prospects and better re- 
turns from other grains and from wool 
and meat, the carry-over has gradually 
been whittled away, until it is no 
longer a serious drug on the market. 
Toward the end of 1956, demand was 
supported by continued drought condi- 
tions in the U.S. winter wheat area, 
deterioration of spring crops in India 
following dry conditions, drought in 
Morocco, reports of reduced French 
sowings and the prevailing international 
tension. 








Uniform gauge 

The idea of a uniform gauge for 
Australian railways is not yet dead 
and it may even be possible to find a 
scheme which will meet urgent needs 
of the transport system, and yet ip. 
volve a cost which will be within the 
reach of the governments concerned, 
The latest scheme, arising from the 
Wentworth investigations, is claimed 
to offer 80 per cent. of the advantages 
of the scheme originally propounded by 
the late Sir Harold Clapp, at a cost of 
little over £40 million. It would re 
quire conversion of some 200 miles of 
non-standard gauge and building 75) 
miles of new standard gauge. It would 
obviate the breaks of gauge on the busy 
Sydney-Melbourne route, on the Syi- 
ney-Adelaide route via Broken Hill 
and on the Adelaide Perth route also. 
It is suggested that the project would 
enable fast freight trains to link Syé- 
ney with Melbourne in sixteen hours 
and Broken Hill with Port Pirie in 
about seven hours. Such savings in 
time of transit, and in the labour and 
breakages arising from _ trans-ship 
ment, ought to provide considerable 
contributions toward the interest bill 
on the £40 million, which at 5 per cent. 
is £2 million a year. 


































RECENT LEGAL DECISIONS 


Seller’s obligations in hire purchase 
transactions 


In Karsales (Harrow) Ltd. v. Wal- 
lis, referred to in the November issue 
of this journal at p. 448, a car was 
let on hire purchase after examination 
by the hirer; when the car was de- 
livered, it was in a shocking condition, 
and the Court held that a term should 
be implied in the agreement that the 
car, having been examined by the 
hirer and found to be in good condi- 
tion, should be kept in suitable order 
pending delivery. 
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But this applies only where the 
chattel is first examined by the intend- 
ing hirer. What is the position where 
the article to be hired is not so & 
amined beforehand? This was the 

















question to be decided in Andrews ’. & hay 
Hopkinson, [1956] 3 All E.R. 422. it h 

H dealt in secondhand cars; 4 I 
visited his premises and was shown’ @ sz 
car by H’s sales manager. A said chat 
did not know a great deal about cals; @ Teas 
the sales manager told him it was } & ‘eas 
good little bus,” and that he wo tnle 
“have no trouble with it.” No d out 
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examination was made of the car by 
A or anyone on his behalf, nor did H 
have any reason to believe that A 
would have the car examined by a 
competent mechanic before taking it 
on the road, or that he would himself 
examine it. 

The usual arrangements to take the 
car on hire purchase terms were made, 
and H sold the car to a finance com- 
pany which let it on hire to A. 

About a week later the car, whilst 
A was driving, was involved in an ac- 
cident, A being seriously injured. The 
accident was due to a defect in the 
steering mechanism of the car—a de- 
fect which should have been readily 
discoverable by a competent mechanic, 
and one which, having regard to the 
age of the car at the time of its “sale” 
to A, and the amount of wear which 
must have taken place during its life 
to date, any motor dealer might readily 
have suspected to exist. 

In all these circumstances, then, A 

sued H for damages for breach of 
warranty and negligence. It was not, 
of course, a contract of sale of goods, 
but rather one for the hire of goods, 
and the problem was whether any con- 
ditions or warranties as to fitness for 
a particular purpose, such as are im- 
plied under the [Sale of] Goods Act, 
should be implied here. McNair, J., 
however, was able to find for the plain- 
tif on other grounds, without resting 
his decision on this point. The words 
used by H’s sales manager were held 
to amount to an express warranty on 
which A had acted in accepting de- 
livery of the car, and, therefore, A 
could enforce it; moreover, since the 
defective steering mechanism could 
have been discovered by reasonable 
diligence on H’s part, H was liable for 
negligence in delivering to A a car in 
a dangerous condition without either 
having it examined or warning A that 
ithad not been examined. 
_ It would seem, therefore, that there 
isa duty imposed on the owner of a 
chattel which is let on hire to take 
reasonable steps to ensure that it is 
reasonably fit for its intended purpose, 
wnless, of course, he sees fit to contract 
out of such an obligation. 
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Lotteries and the freedom of interstate 
trade 


At first sight there would not ap- 
pear to be any great connexion be- 
tween the conduct of a lottery, on the 
one hand, and s. 92 of the Common- 
wealth Constitution (the section 
which preserves the freedom of trade, 
commerce and intercourse among the 
states) on the other. But that there 
can be a link—a link of great import- 
ance to some people—is shown by the 
decisions of the High Court in two 
recent cases, Mansell v. Beck, and Con- 
solidated Press Ltd. v. Lewis, [1956] 
A.L.R. 1121. 


In recent years there has been a 
marked growth in the realm of state- 
operated or state-promoted lotteries, 
and as the states concerned are de- 
pendent on these lotteries for a part 
of their revenues, it is not unnatural 
to find steps being taken, not to pro- 
hibit a citizen of one state from invest- 
ing in a lottery conducted in another 
state, for that would be impossible, but 
to make it a little difficult for him to 
do so, and thus encourage him, if he is 
to invest at all, to patronise the per- 
fectly good lottery in his own state. 


One example of such legislation is 
found in New South Wales, in the Lot- 
teries and Art Union Act 1901-1954. 
This is aimed largely at foreign lot- 
teries—i.e., lotteries conducted outside 
the state—and it penalises the publica- 
tion of information relating to such 
lotteries, and also anyone who accepts 
any money in respect of the purchase 
of any ticket in a fereign lottery. A 
newspaper publisher was convicted, 
under this legislation, of having pub- 
lished an advertisement relating to a 
foreign lottery, and a newsagent was 
convicted of having received money in 
respect of the purchase of a ticket in 
such a lottery. They appealed to the 
High Court against their respective 
convictions. 


The ground of appeal was that the 
sections of the Act under which they 
had been convicted were invalid, be- 
cause they contravened the provisions 
of s. 92 of the Constitution, by which 
trade, commerce and _ intercourse 
among the States shall be absolutely 
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free. The High Court, however, up- 
held the validity of these sections. The 
provisions did not discriminate among 
the states, and only indirectly did they 
impede interstate trade, commerce and 
intercourse. And, in the view of some 
of the judges, it might be doubted, any- 
way, whether the transactions which 
the appellants sought to bring under 
the protective shield of s. 92 consti- 
tuted trade or commerce. Accordingly, 
the appeals were dismissed. 


The consequence is, then, that in the 
face of legislation of the kind men- 
tioned, a lottery promoter who seeks 
to extend his activities into the state 
which has enacted the legislation can- 
not assume that s. 92 of the Constitu- 
tion will enable anyone to avoid the 
effect of the legislation. 


Common mistake 


The circumstances in which a mis- 
take by one or both of the contracting 
parties will render their “contract” 
void are very few. and indeed the tend- 
ency seems to be to narrow them still 
further. 

In Svanosio v. McNamara, [1956] 
A.L.R. 961, S had purchased a hotel 
property for £5,000. In due course, the 
purchaser having delivered no requisi- 
tions on title relevant to any discrep- 
ancy, a conveyance was executed in his 
favour, and the hotel licence trans- 
ferred. It was then discovered that 
there was a serious discrepancy be- 
tween the area fenced and occupied, 
and the area as described on the title; 
so serious, in fact, that something like 
one-third of the hotel building stood on 
land adjoining that bought by S. And 
although this state of affairs had 
existed for some years, no possessory 
title to the land on which stood this 
one-third of the building could be ac- 
quired, as it was Crown land. 


S then sought from the Court a 
declaration that the contract of sale 


and the conveyance were void, as hay. 
ing been executed under a mistake; 
that both parties to the contract and 
the conveyance had acted throughout 
in the belief—mistaken, as it turned 
out—that the land comprised in the 
transaction included all land on which 
the buildings stood. This, he said, 
amounted to a “common mistake” as 
to the existence of a fact vital to the 
transaction, such as to render the con- 
tract void. 


In the Supreme Court of Victoria, 
Martin, J., had dismissed the claim, 
principally on the ground that a pur- 
chase of land cannot be set aside after 
the execution of the conveyance unless 
there is fraud or a total failure of con- 
sideration, neither of which existed in 
this particular case: no relevant repre- 
sentation had been made by the ven- 
dor, and clearly there had not been a 
total failure of consideration for the 
payment of the sum of £5,000. 


The plaintiff appealed to the High 
Court which, however, affirmed the de- 
cision of Martin, J. Ne doubt all 
parties had believed that the hotel 
stood wholly on the land sold, and in 
that sense each had made the same 
mistake; doubtless, too, if S had known 
that a considerable part of the hotel 
stood on land which the vendor had 
no power to transfer to him, he would 
not have entered into the contract. 
But these facts, in the Court’s view, 
were not sufficient to make the contract 
void. Nor could the conveyance itself 
be classed as void; it had already effec- 
tively vested the title to the land con- 
eed some two-thirds of the hotel in 


S, therefore, failed in his action. 
Before the conveyance he could, had he 
been aware of the discrepancy, prob- 
ably have rescinded the contract on 
the ground that the vendor had failed 
to make title to the whole of the land 
contracted to be sold, but in no circum- 
stances could he have avoided the con- 
tract on the ground of mistake. 
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D UPLI TYPE your cheques 


It's the quickest way of writing a cheque — 
with duplicates for recording purposes. 
When you're racing the clock, at the end of 
the month, or at dividend-paying-time . . . 
don't RUSH . . . duplitype your cheques 

on Continuous Stationery. The Duplityper 

is quickly and easily attached to any 
standard typewriter . . . to resume normal 
correspondence, just push back 

the paper holder. 


Telephone JW 1181 
for a Demonstration 
in your office. 


. J.J. MILLER 


PRINTING COMPANY PTY. LTD. 


17 JOHN STREET, CLIFTON HILL, VICTORIA 








Wherever there’s business there's S-° Qurroughs 
—to save your time and money 
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The Burroughs Sensimatic — 
wonder accounting machine 
with a built-in brain. Four 
separate operations at the turn 

The Burroughs Cash Register of a knob. Fast. Easy to 

produces itemized receipts, records operate. Low cost. 

all kinds of transactions. Can 

change immediately to a precision 

adding machine for all kinds of 

general figuring. 


The Burroughs Calculator, 14-dial 
capacity, electrically operated. 
Checks have proved that this 
machine saves up to 40% time and 
costs. Features the famous “Memory 
Dial” for grand totals, net results. 


The Burroughs Adding 
Machine cuts operating 


cos' Slectrica or é 
Stiopanctmie & (Call the Gy Qurroughs man 
£9,999,999,999 /19/11 


narrow carriage, capacity: 
At the nearest branch office ... or write Burroughs Ltd., 40 Miller Street, North Sydney. NSW. 
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Review Article 


STATISTICAL SAMPLING 
FOR AUDITORS 


F. K. WRIGHT 


TATISTICAL theory is that branch 
of applied mathematics which 
teaches us how to draw valid inferences 
from samples. This simple definition 
reveals a very perplexing state of 
affairs: on the one hand, statistical 
theory is a branch of mathematics, 
which cannot be mastered without con- 
siderable mathematical training and 
skill; on the other hand, it is an essen- 
tial tool for many investigators who 
are not mathematicians, but who are 
vitally interested in drawing valid in- 
ferences from samples: medical re- 
search workers, agricultural scientists, 
testing engineers—and, some would 
add, auditors. 


This paradox has been resolved in 
two ways. In some cases, it has proved 
possible to reduce the application of 
statistical theory to a straightforward 
routine which may be followed by 
people with little or no appreciation 
of the underlying mathematics, In 
other cases, however, it has been 
necessary for investigators to acquire 
some knowledge of statistics, to enable 
them to apply intelligently the tech- 
niques devised by the professional 
statistician, and to co-operate with him 
in developing new techniques that may 
be required. 


In biological and agricultural re- 
search, this kind of co-operation has 
been particularly successful. Profes- 
sional statisticians have designed 
special mathematical techniques for 
eliminating the effect of variations in 
soil quality from the results of agri- 
cultural field trials, and for assessing 
the effect of poisonous drugs on labora- 
tory animals; and these special tech- 
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niques may now be readily applied by 
biologists and agricultural scientists 
who have made a limited study of 
statistical theory. 

In the field of industrial inspection 
and testing, numerous Acceptance 
Sampling Plans have been devised, 
whilst in production engineering, the 
technique known as Statistical Quality 
Control was developed to cut down 
scrap and to avoid unnecessary pro- 
duction stoppages. These two tech- 
niques have been reduced to simple 
instructions which may be carried out 
by the average inspector or production 
supervisor. 

And now, some accountants believe, 
the time is ripe for a similar develop- 
ment in their profession. 


How much statistics? 

If they are right, one question of 
outstanding importance arises: Can 
statistical techniques be developed, or 
existing ones adapted, to meet the 
needs of accountants who lack the 
time or the inclination to make a study 
of statistical theory? Can a few 
accountants who are specially inter- 
ested in statistics get together with 
the professional statisticians and evolve 
a few simple rules which will enable 
the average accountant, unversed in 
statistical theory, to draw valid in- 
ferences from the samples he uses in 
his professional work? 


Or will the accountancy student of 
the future be required to study statis- 
tical theory, just as he now studies 
economics and commercial law? (This 
last suggestion is not as fanciful as it 
might sound, for statistical training is 
generally accepted as an essential part 
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of a professional qualification in psy- 
cholegy, agricultural science, or for- 
estry.) 

It would be rash to attempt a firm 
answer to these questions at the pre- 
sent time. But the recent publication 
of Statistical Sampling for Auditors 
and Accountants, by L. L, Vance and 
J. Neter!, leaves the reader in no doubt 
about the wide scope of the subject. 
Although the authors have kept closely 
to the accounting applications of statis- 
tics and have avoided all padding, the 
text runs into some 280 pages. 


Controlling the accuracy of clerical 
work 

One bright spot for the non-mathe- 
matical accountant is that the estab- 
lished technique of Statistical Quality 
Control may be applied, almost with- 
out modification, to controlling the 
accuracy of routine clerical work. A 
short chapter (ch. 8) contains all ne- 
cessary instructions, and a description 
of seven quality control systems operat- 
ing in American business and govern- 
ment offices. Another chapter (ch. 7) 
contains a description of what appears 


to be a quality control system, operated 
by the internal audit department of an 
Australian public utility. 

These statistical quality control sys- 
tems are designed for the day-to-day 


or week-to-week control of clerical 
accuracy, and they meet the needs of 
the office manager and of the internal 
auditor for a continuous check through- 
out the year. The problem of the annual 
audit by an external auditor, however, 
is a much more difficult one. 


Acceptance sampling 

In recent years, the most popular 
approach to statistical audit sampling 
has been based upon the analogy be- 
tween an auditor’s examination of a 
set of accounts and a purchaser’s in- 
spection on receiving a batch of manu- 
factured parts. To bring out the full 
significance, as well as the limitations, 
of this interesting analogy, a brief 
summary of inspection procedure for 
purchased material must be given. 





1. John Wiley & Sons, 1956, pp. x + 3810. 
Price $9.00. 
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An important feature of a contract 
for the purchase of manufactured 
parts is the specification, which sets 
out, in writing and/or in the form of 
a drawing, exactly what the purchaser 
requires. A well-drawn_ specification 
should indicate clearly what is accept. 
able quality and what is not. The 
specification should also indicate what 
proportion of a batch of parts must 
fall below the standard set down, to 
justify rejection of the whole batch, 


When a batch of these parts reaches 
the purchaser’s receiving area, his in- 
spector must decide whether or not 
the batch complies with the specifi. 
cation. If the batch is a large one, he 
will draw a sample by a process of 
random sampling, and inspect or test 
every item in the sample to determine 
whether it is up to specification. He 
must then decide, on the basis of the 
number of defectives found in the 
sample, whether’ the proportion of de 
fectives in the whole batch is small 
enough to justify acceptance of the 
batch, or large enough to justify re- 
jection. 


Of course, there is always a risk 

that his decision may be wrong, no 
matter how carefully and accurately 
he has graded every item in the sample, 
The risk arises from the fact that the 
decision must be based upon a sample, 
and every sample differs in its con- 
position, to a greater or lesser degree, 
from the batch it is supposed to repre 
sent. 
V Now, by applying statistical theory, 
it is possible to ensure that the decision 
of a competent inspector will not be 
wrong more than once in ten times, 
or once in twenty times, or cnce in 4 
hundred times; and to ensure that the 
number of items inspected by him will 
be no greater than the minimum needed 
to reduce the risk of a wrong decision 
to the selected level. 


The application of statistical theory 
to inspection usually takes the form 
of an Acceptance Sampling Plan. A 
large number of such plans have been 
published, and any competent statis- 
tician can prepare additional ones, t 
meet any conditions that may be im 
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by a particular specificaticn’. 
Each such plan specifies the number 
of items to be drawn from a batch, 
and the number of defectives among 
them which would justify rejection. 
Once the plan has been selected, all 
the statistical work is over, and the 
inspector has only to count, to inspect, 
and to grade. 

Much of the material published on 
statistical audit sampling, in recent 
years, has involved the adoption or 
adaptation of Acceptance Sampling 
Plans. Professor L. L. Vance, in an 
earlier book,’ strongly favoured the 
use of this form of sampling by audi- 
tors, In the present book, neariy half 
the text-matter is devoted to acceptance 
sampling and its application to audit- 
ing. 

It is important, therefore, to exam- 
ine critically the anglogy between re- 
ceiving-inspection and external audit. 
Such a critical examination has been 
made by R. J. Monteverde,* to whom 
I am greatly indebted for much of 
what follows. 


Some limitations of the analogy 

One important difference between a 
purchaser’s receiving inspection and 
an external audit is that there is vo 


specification for the audit. At some 
future time, the accounting profession 
may, through its Institutes, formulate 
auditing standards which amount to 
a specification, but such a development 
is a very long way off. In the imean- 
time, the individual auditor :ust de- 
cide what constitutes an acceptable 
entry, voucher, etc., and what propor- 
tion of defective entries, etc., he is 
prepared to tolerate.® 





2. Ch. 6 of Vance and Neter’s book explains 
how this is done. 

. Scientific Method for Auditing, U. of 
California Press, 1950. 
“Some Notes of Reservation on the Use 
of Sampling Tables in Auditing,” The 
Accounting Review, vol xxx, No. 4 (Oct. 
1955), p. 582. 

. These two decisions are linked, of course: 
the more stringent the definition of an 
acceptable item, the larger the propor- 
tion of defective items which may be 
tolerated. 
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In making these decisions, he will 
be guided by the experience of other 
auditors who have experimented with 
acceptance sampling procedures, and 
by his own experience. Nevertheless, 
many auditors will be reluctant to 
predetermine, before they begin an 
audit, exactly what is to be counted as 
an error, and what proportion of such 
errors may be tolerated. 


Advocates of acceptance sampling 
have two answers to this objection. 
First, they argue, the reluctance is 
unjustified. An auditor ought to make 
up his mind in advance about the audit- 
ing standards he is going to apply, 
otherwise his standards will vary from 
day to day with the state of his mind— 
or liver. Second, the auditor is not 
really tied down to the standards ire 
has set for himself: for instance, if he 
encounters a really serious error, or 
indications of possible fraud, he will 
abandon statistical sampling and re- 
consider the whole situation on its 
merits. 


Another important difference be- 
tween receiving-inspection and external 
audit arises from the different signi- 
ficance of rejection. The purchaser, in 
rejecting a batch of parts, simply 
washes his hands of it. He returns it 
to the vendor for credit, and lets him 
dispose of the material as best he can. 
The vendor may scrap the lot, or sell 
it elsewhere, or pick out the good parts 
and re-submit them to the purchaser— 
but the responsibility for disposal of 
the rejected batch is entirely the pur- 
chaser’s, 


The external auditor is hardly in a 
position to adopt such an attitude to- 
wards his client. He cannot escape 
responsibility for an area of the 
accounts simply by “rejecting” it. The 
theory of acceptance sampling, in such 
a case, provides for 100 per cent. in- 
spection of rejected lots; and this is 
a satisfactory solution where the audi- 
tor has the time and the facilities for 
it. 

But in many cases, 100 per cent. in- 
spection may be quite impracticable. 
In some very large companies, it may 
be physically impossible for either in- 
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ternal or external auditors to make a 
detailed check of a “rejected” area. In 
other cases, the cost may be prohibitive 
—and in this connexion, it should be 
remembered that the errors leading to 
the rejection may, in the aggregate, in- 
volve comparatively little money. 

In short, it seems that acceptance 
sampling is only a fair-weather friend 
of the auditor’s. If all is well, and all 
the samples lead to “accept” decisions, 
the auditor can sign the report with 
an easy conscience, satisfied that he 
has done all that is reasonably neces- 
sary. But as soon as a really serious 
error is discovered, or a “reject” de- 
cision is reached, the auditor is thrown 
back upon his own resources and has 
to deal with the situation without fur- 
ther statistical aid. 


The question of materiality 

A fundamental difference between 
the audit of accounts and the inspec- 
tion of industrial products lies in the 
relative importance of defective items. 
In dealing with industrial products, the 
effect of a defective item is predictable. 
It may cause a momentary hold-up in 
assembly, while the operator discards 
it and replaces it with another; or it 
may cause a greater hold-up, when it 
is found that a fully-assembled article 
will not work because of a defective 
part, so that the whole assembly has 
to be stripped down again; but the 
cost of these consequences can be esti- 
mated with some accuracy, and allowed 
for in setting specification tolerances. 

In auditing, the position is never 
as simple as that. In some areas, such 
as payrolls, the items are all of similar 
magnitude, but even here the errors 
may be large or small, compensating 
or cumulative. In general, errors may 
vary all the way from the omission of 
a date to major errors in amount or in 
classification. The significance of a 
particular error often cannot be 
assessed until it has been considered 
in relation to the nature and magnitude 
of the other errors encountered. This 
is what underlies the reluctance of 
many auditors to define an “acceptable 
quality level” before the audit is be- 
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gun, and it is difficult to see how this 
objection can be overcome. 


Vance and Neter are well aware of 
the difficulties which arise in adapti 
acceptance sampling plans to externa] 
audit requirements, Not only do they 
devote a whole chapter (ch. 7) to a dig. 
cussion of these difficulties, but they 
state frankly in their preface that “gs 
yet, the limited experience in the appli- 
cation of statistical sampling techniques 
to auditing has not indicated in a de 
finite manner how these auditing for- 
mulations should be made.” 

What it all adds up to is this: There 
may well be a place for acceptance 
sampling in external audit procedure, 
But acceptance sampling plans are not 
the whole answer to the problems of 
audit sampling; the selection of a suit- 
able plan calls for considerable statis- 
tical knowledge; and the interpretation 
of results may .call for considerable 
auditing skill, especially if unexpected 
types of error arise, or if a reject de 
cision is indicated. 


Statistical estimation 

The most attractive feature of an 
acceptance sampling plan in industrial 
inspection is the simplicity of its opera- 
tion: the inspector has only to count 
out the specified number of items and 
to classify them as good or bad, in order 
to arrive at a clear-cut decision. It 
does not seem that such simplicity can 
be achieved in the auditing applica- 
tions of sampling plans. It is reason- 
able, therefore, to ask whether accept- 
ance sampling plans are the best tool 
that statistical theory can offer to the 
auditor. 

Monteverde‘ concludes that they are 
not. He argues that, since the auditor 
must in any case consider each audit 
situation and each sampling result on 
its merits, he might as well di 
those sampling plans and rely updo 
statistical estimation instead. 

Statistical estimation is more easily 
illustrated than defined. A good illus 
tration appears in ch. 10: The auditor 
of a public utility company has audit 
a random sample of 2,500 out of the 
company’s 100,000 residential-consume 
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accounts, From the corrected balances 
of these 2,500, he can obtain an inde- 

dent statistical estimate of what 
the total of the 100,000 accounts ought 
to be. In this case, he calculates that 
the total value of residential-consumer 
accounts should lie between $626,000 
and $672,000. If the total of the resi- 
dential-consumers’ ledger should lie 
outside those limits, the chances are 
twenty to one that there are substan- 
tial errors either in the ledger or in 
the auditor’s sample . 


This is the kind of reasoning which 
is involved in statistical estimation, a 
topic to which Vance and Neter have 
devoted one-third of the text-matter of 
their book. It seems to have two im- 
portant advantages over acceptance 
sampling. First, it does not require the 
auditor to decide in advance what pro- 
portion of errors he will tolerate. 
Second, if the quality of the work ap- 
pears to be unsatisfactory, statistical 
estimation enables the auditor to cal- 


culate the probable effect of the errors, 
in terms of money, upon the balance 
sheet or profit-and-loss item concerned. 

Until more auditors publish their ex- 
periences with statistical sampling, 
however, individual auditors will have 
to decide for themselves whether they 
prefer to work with acceptance sampl- 
ing or with statistical estimation. 

Incidentally, the scope of statistical 
estimation goes far beyond mere audit- 
ing applications. Chapter 15 illustrates 
some of its many accounting applica- 
tions, including the allocation of costs 
and revenues, and the valuation of 
widely scattered plant. 


Appreciation 

Altogether, Statistical Sampling for 
Auditors and Accountants is a most 
comprehensive book, which brings to- 
gether all the statistical theory account- 
ants are likely to require, many sug- 
gestions for its application to the fields 
of accounting and auditing, and 


thoughtful discussion of the difficulties 
likely to arise in its application. 
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J. K. Lasser’s Standard Handbook for 
Accountants: Edited by J. K. Lasser 
Tax Institute, McGraw-Hill Book 
Company Inc., 1956. 

A book of 1405 pages (exclusive of 
the 26 page index) is not generally 
“reviewed”; it is more appropriately 
“described”. That is about all that can 
be attempted in respect of this monu- 
mental work of the J. K. Lasser Tax 
Institute. 

Sixty-two specialists have contri- 
buted to the vast range of subject mat- 
ter, J. K. Lasser himself being a gen- 
erous contributor. 

The book is divided into nine well 
defined sections, but perhaps the sub- 
ject matter could be grouped under 
two broad headings: 

1. the conduct and direction of the 
public accountant’s own office and 
procedures ; 

2. the functional relationships with 
clients. 

A brief description of the contents 
of each of the nine sections may be 
helpful. 


Section 1 is devoted to “Public Ac- 
countants’ Office Operation”. 

The internal aspects are at once in 
evidence in such subjects as Fixing 
fees in the accountant’s office; Account- 
ing for one’s own practice; Library and 
research; Accountants’ incentive pay 
plans. Small businesses are not neglect- 
ed, and small communities have a place 
in the considerations. Staff training is 
given some emphasis. 


Section 2 deals exclusively with various 
aspects of “Management of the 
Audit”. 

Prominent in this section are Audit 
working papers; Independence of audit- 
‘ing; Audit methods where punched 
cards are used; Audit of small busi- 
nesses; Use of statistical probabilities 
in auditing, to mention just a few. 
Programme planning and the internal 
control of programme activities are 
well covered. 
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Section 3 was compiled entirely by 
J. K. Lasser himself, under the head. 
ing of “Planning Special Audits for 
Business”. 

This is a_ section which focuses 
largely on special kinds of reporting 
such as Reports on proposed purchase 
of a business; Reports on studies of 
the internal controls; Audit of efficiency 
of management. Many useful leads are 
given for the investigation and report- 
ing on behalf of a prospective pur- 
chaser. The significance of the taxation 
impact on different methods of pur- 
chase is not overlooked. It is inter- 
esting to find among the internal con- 
trols some emphasis on the insurance 
plan and programme. In the treatment 
of the efficiency audit, the need for an 
effective accounting system and ade 
quate records is considered to be of 
great importance. 

Section 4 is “Designing Systems and 
Controls”’. 

The subject matter is directed to 
the design of suitable forms, and 
systems, the selection of suitable office 
machines, and effective records and 
practices. A disappointing feature of 
this section is that only two pages are 
devoted to electronic data processing. 
Enough has been written on this sub 
ject over the past few years to suggest 
that a much more valuable contribu 
tion could have been included on this 
topical subject. 


Section 5 deals with “Designing Re 
ports”. 

Bankers, stockholders, employees, 
management and public officials are 
all catered for. Contributions are made 
on The funds statement; Break-evel 
analysis; Charting (graphic and pit 
torial presentation) ; Consolidated state 
ments (a very detailed treatment). The 
small business is once again not over 
looked. 

Section 6 deals with “S.E.C. Report 
ing”’. 

This is a self contained section desl 
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ing extensively with the requirements 
of the Securities and Exchange Com- 
mission, a body which exerts a con- 
siderable influence on the standard of 
American published accounts and the 
application of the doctrines of disclos- 
ure and consistency. Whilst not alto- 
gether appropriate to Australia, the 
matter is interesting and inspiring to- 
wards a higher standard of accounts’ 
presentation and reporting in public 
companies, 

Section 7—“‘Financial Statements and 
Ratio Analysis”. 

This is a concise treatment of a prac- 
tical, useful subject, familiar to accoun- 
tants and frequently used in the dis- 
cernment of trends, relationships, dis- 
closed by the examination of financial 
accounts. 

Section 8 is on “Business Forecasting”. 
This illustrates how various kinds 

of statistics from the economy at large 
may be applied to the affairs of the 
particular business and used to deter- 
mine the probable trends in demand, 
prices and share of the market. Some 
aspects of social accounting are brought 
into this section. 

Section 9 is a lengthy section under the 
broad title of “Basic Fundamentals”. 
The subject matter is broken down 

into eleven distinct subjects, some of 

which introduce aspects of cost account- 
ing. Inventory reporting, practices, 
and valuations are included. There is 
acontribution on depreciation. Special- 
ised treatment is given to Estate ac- 
counting; Municipal accounting; and 

How to present statistics, 

The whole volume is liberally gar- 
nished with illustrations, diagrams and 
worked examples. One is left with the 
impression that the best possible con- 
tribution has not been made in respect 
of some of the subjects in this massive 
work, but to compile a volume of per- 
fection on such a range would undoubt- 

y be a superhuman performance. 

Perhaps the spirit of the whole vol- 
ume may be best expressed in a few 

mef extracts from a brief preface. 

The writer of the preface makes such 

rvations as: 
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A lifetime’s dedication to a professional 
pursuit is bound to generate a philosophy of 
principles and practice. 

. . this idea became an all-absorbing task 
in the last two years of his life. He wanted 
to believe that the outcome might be a pay- 
ment on account of his debt to the profession 
of accountancy for having been to him such 
a continuous source of satisfaction. 

Fundamental in all of Mr. Lasser’s thinking 
concerning his lifetime vocation was his 
violent objection to delimiting the accountant’s 
duties to reporting. He conceived the 
accountant as an indispensable associate of 
the Business Manager in successful planning. 

Such was the philosphy of Lasser. 
He has passed on, but his work will 
speak for him for years to come. 

It is not a volume to take on a re- 
laxing week-end, but a mighty handy 
one to keep within arm’s reach as a 
guide on many matters which call for 
the attention of the accountant. 

V. L. GOLE. 


Spicer and Pegler’s Book-Keeping and 
Accounts, by W. W. Bigg, H. A. R. J. 
Wilson and A, E. Langton, 1956, 
H.F.L. (Publishers) Ltd., London: 
pp. 611 + xi; Price £1/15/- Stg. 
This is the fourteenth edition of a 

text-book which has been known to 

accountancy students and practitioners 
since 1908. In this edition the authors 
state that “no major changes in con- 
tents have been made but the text has 
been thoroughly reviewed, the _ illus- 
trations brought up to date and the 
treatment of certain matters—particu- 
larly the accounts of holding companies 

—expanded.” 

The book is evidently designed to 
meet the requirements of advanced 
students in accountancy in England and 
covers topics familiar in the examina- 
tion syllabuses of professional bodies. 
The chapters on company accounting 
are, of course, based on the provisions 
of the English Companies Act of 1948. 
Several specimens of published com- 
pany reports are included as an appen- 
dix. 

Apart from the reproduction of parts 
of some of the recommendations of the 
Institute of Chartered Accountants in 
England and Wales, there is practically 
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no discussion of any of the controver- 
sial questions of current accounting 
theory. Possibly this is a reflection 
on the syllabuses rather than on the 
authors, but it does seem a pity that 
the broader issues of accounting are 
almost completely ignored. 


The text has been reset in an attract- 
ive style and is liberally supplied with 
illustrations, but the book contains no 
exercises for practice. It could, how- 
ever, provide a useful reference book 
for teachers who may on occasion have 
need to check up on “practical” points 
of detail in their teaching. 


L. GOLDBERG. 


Catalogue of the Glasgow Library, 
Institute of Chartered Accountants 
of Scotland, 1955, Price 10/- (sterl- 
ing) post-free, 

This is the third catalogue of the 
library published by the Institute of 
Chartered Accountants of Scotland, 
the first having been compiled in 1889 
and the second in 1906. The present 
volume is the result of a complete 
overhaul of the library and the pre- 
paration of an entirely fresh catalogue, 
of which the subject section has been 
published. 


Approximately one-third of the cata- 
logue is concerned with professional, 
and two-thirds with non-professional 
literature. The professional section 
covers most subjects of interest to 
accountants, and provides a very 
source of reference to the literature 
relating to each subject. American 
publications are well represented and 
there are several recent Australian 
works included. The fact that the 
library has been established for over 
sixty years has resulted in a wide 
selection of material. Apart from the 
obvious value of this for the research 
worker, there are many books which 
were published some time ago but are 
still useful for practical purposes 
either because of their sound general 
principles, or because the particular 
subject is not covered by any later 
literature. Though methods may have 
changed, there will quite often be some 
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underlying discussion which will help 
in the solution of a problem. 

The large non-professional section 
consists mainly of biography and sim. 
ilar works of a general nature, Much 
of it deals with Scottish places and 
personalities, there being fifteen pages 
of books on Glasgow alone. Anyone 
engaged in research on anything to d 
with Scotland would find this section 
very interesting. 

The disadvantage of printing the 
catalogue of any library is that it ca 
never be completely up-to-date, as new 
books will have been added while it 
was in course of printing. -It has al- 
ready been found necessary to issue a 
supplement to this catalogue. But it 
does inform members who cannot visit 
the library personally of most of the 
books available for their use, and also 
gives an indication of the type of 
material held. 

VERA M. Dow. 


Intermediate Bookkeeping, T. R. 
Brown, A.C.U.A., pp. 200, Rigby 
Ltd., Adelaide. 


This book has been written to cover 
the syllabus of the school Intermediate 
examination conducted in South Aus 
tralia by the University of Adelaide. 

The author gives a one-page intro 
duction and then proceeds direct toa 
detailed treatment of the ledger, re 
turning at a later stage to the journal. 
The text is divided into two parts. Part 
1 deals with the ledger and the various 
books of original entry and part 2 
covers the trial balance, simple 
nership accounts, bills of exchange, 
accounts current and _ consignmet 
accounts. 

There are numerous  well-graded 
exercises which make the book quite 
suitable for high school students and 
those making their first acquaintance 
with bookkeeping. 

One note of criticism is that there 
could possibly have been more space 
devoted to theory and to an introduce 
tion to bookkeeping based on moder 
accounting thought. Apart from this 
the techniques covered have been 


uately explained, 
7" dian E. B. SMT. 
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Your Card Indexing Records 
in two square feet of space 


@ Accommodates up to 22,000 record cards. 
@ Drawers run on Roller Suspension Arms. 


@ Eliminates need for many small cabinets, but costs 
no more. 

@ Fire-resistant throughout. 

@ Each drawer holds two rows of cards 22 ins. long. 

This handsome, fire-resistant, steel filing cabinet provides a 

centralised filing system in the minimum space, at no more cost 

than a multiple cabinet system. Imagine—up to 22,000 cards 


filed ready for immediate reference, in an area only two feet 
square. 


Holds cards sizes 5 ins x 3 ins, 6 ins x 4 ins, 8 ins x 5 ins, and 
8 ins x 6 ins. 


Colours: Olive Green and Silver Grey. 


HARVEY NUDEX PTY. LTD. 


427 SPENCER STREET, MELBOURNE. FY 3121 














CONGRATULATIONS 
TO PRIZE WINNERS 


In the April, 1956 examinations TWO OF THE THREE prizes of 25 guineas 
awarded by the N.S.W. Public Accountants Registration Board for First 
laces in Accounting and Auditing subjects went to candidates presented by 
TROPOLITAN ACCOUNTANCY COLLEGE. 

STAGE 1 ACCOUNTS AND AUDITING—G. E. TYERMAN. 

(Mr. Tyerman, with no previous study of accountancy or 

bookkeeping, achieved this success in the record time of 

FOUR MONTHS from enrolment. M.A.C. students J. Wood- 

cock and J. R. Hayes filled second and third places.) 

ADVANCED ACCOUNTS—G. F. E. OSGOOD (Aeq). 

(M.A.C. student J. C. O’Connor filled third place (aeq.). No 

second place granted.) 
Enrol NOW for May 1957 examinations. Fees quoted for part courses or 
single subjects. Begin individual tuition AT ANY TIME. Revisionary lectures 
and tests commence in February. 


PERSONAL — SEMI-PERSONAL — POSTAL TUITION 


METROPOLITAN ACCOUNTANCY COLLEGE 


Director of Studies: L. Stewart Johnstone, B.A., A.C.LS. 
(A DIVISION OF METROPOLITAN BUSINESS COLLEGE. Estd. 1895) 
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NO MORE 
“CURRENT TAXATION” 


SUPPLEMENTS WILL APPEAR IN THE 
“AUSTRALIAN ACCOUNTANT” 


but arrangements have been made for MEMBERS of the 
AUSTRALIAN SOCIETY OF ACCOUNTANTS to 
receive the monthly issues from January, 1957, posted direct 
for a nominal subscription. 


All members of the Australian Society of Accountants who wish to 
take advantage of this arrangement are asked to complete and mail 
the counterfoil below. 


CUT ALONG THIS LINE 


As a member of the AUSTRALIAN SOCIETY OF ACCOUNTANTS 
from January 1957 mail the monthly parts of CURRENT TAXATION and 
charge my account with special annual subscription of 21s. 6d. 


NAME. 


ADDRESS 





Mail to: 


BUTTERWORTH & CO. (Australia) LTD. 
Box 1510 G.P.O. SYDNEY 
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TAXATION REVIEW 


R. E. O'Neill, F.A.S.A. 


Tax Relief on Recovered Depreciation 


Where any property of a taxpayer, in 
respect of which depreciation has been 
allowed, is disposed of, thrown on the 
scrap heap, lost, or destroyed, at any 
time in the year of income, the de- 
preciated value of the property, less 
the amount of any consideration re- 
ceivable in respect of the disposal, loss 
or destruction, is an allowable deduc- 
tion of that year (s. 59(1)). 


Depreciated value of any unit of pro- 
perty at any time means the cost of the 
unit to the person who owns or owned 
the property at that time less the total 
amount of depreciation (if any) al- 
lowed or allowable in respect of that 
unit in assessments of the income of 
that person, for any period prior to 
that time, under Commonwealth in- 
come tax law. 


Example 

30/6/1956 Plant purchased for .. .. 

30/6/1957 Depreciation at 10 per 
Cine rey vedere Bf betes 


£2,000 
200 
£1,800 
180 


£1,620 
162 


£1,458 
850 


£608 


1/7/1957 Depreciated value .. .. 
30/6/1958 Depreciation at diminish- 
Ree ks ‘SiMde thle Melee bel 


1/7/1958 Depreciated value .. .. 
30/6/1959 Depreciation .. .. .. .. 


1/7/1959 Depreciated value .. 
30/9/1959 Plant sold for .. ... 


30/6/1960 Allowance under s. 59(1) 


_ Where the consideration receivable 
In respect of the disposal, loss or de- 
struction of the depreciated property 
exceeds its depreciated value, the ex- 
cess, to the extent of the sum of the 
amounts allowed for depreciation, 
shall, subject to s. 59(2A), be included 
in the taxpayer’s assessable income of 
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the year in which the disposal, etc., 
took place (s. 59(2)). 

Let us assume the same set of facts 
as appears in the above example, ex- 
cept that the plant was sold for £1,600: 


Consideration receivable .. £1,600 
Depreciated value 1/7/1959 . 1,458 


PP Are ar ie £142 
The excess of £142 is less than the sum 
of the allowances received by the tax- 
payer for depreciation, £542 (£200 + 
£180 + £162), and therefore the whole 
of the excess is assessable income of 
year ended 30 June 1960. In other 
words, the taxpayer receives in total 
an allowance in respect of the loss ac- 
tually sustained by him, £400 (cost 
price £2,000 less sale price £1,600), but 
without disturbing the assessments of 
previous years. 


Law amended 

The provisions of s. 59(1) and (2) 
did not operate inequitably in pre-war 
years when rates of income tax did not 
vary to any considerable degree. How- 
ever, war-time and post-war rates of 
Commonwealth income tax caused 
those provisions to apply inequitably. 
New sub-sections (2A)-(2E) inserted 
in s. 59 by Assessment Act (No. 3) 
1956 follow the lines of similar pro- 
visions which were operative from 
1942 until 28 April 1952, when the 
1939-1945 war officially terminated. 
The new provisions first apply for year 
of income ended 30 June 1957; their 
purpose is to provide a basis of ad- 
justment of the balancing charge alter- 
native to that outlined above in the 
case of an insurance or other recovery 
on the loss or destruction of a depreci- 
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able asset. These provisions afford the 
taxpayer a choice between the inclusion 
of the balancing charge in his assess- 
able income of the year in which the 
asset is lost or destroyed, and the de- 
duction of a corresponding amount 
from the value of the replacement as- 
set or other assets for which he is en- 
titled to depreciation. The “balancing 
charge” is an amount, being the whole 
or a part of the consideration receiv- 
able in respect of the loss or destruc- 
tion of a unit of property in the year 
of income. 


Asset replaced in year of destruction 


Section 59(2A) permits the tax- 
payer to exercise the option to exclude 
the balancing charge from his assess- 
able income. The option is exercised 
by the taxpayer making a written re- 
quest when lodging his return of in- 
come for the relevant year. Where the 
option is exercised, s. 59(2A) also 
specifies the order in which the balanc- 
ing charge shall be deducted from the 
values of other assets. If the asset is 
replaced in the same year as the loss 
occurs, the deduction must be made 
firstly from the cost of replacement. 
If the replacement cost is less than the 
balancing charge, or if there is no re- 
placement in that year, the charge or 
the remainder of the charge, as the 
case may be, is deducted successively 
from the cost of any other asset ac- 
quired during the year and then from 
the depreciated values of other assets 
held at the beginning of the year of in- 
come. 








Example 
Des- Not 
troyed des- 
Total byfire troyed 
Cost of plant .. .. £28,000 £20,000 £8,000 
Depreciation allowed 
in assessments .. 18,000 14,000 4,000 
Depreciated value 1 
uly, 1957 .. .. £10,000 £6,000 £4,000 
Plant destroyed by 
fire during year 
ended 30 June, 
1958, the insur- 
ance recovery be- 
ing .. .. .. .- £18,000 £18,000 











Plant Destroyed and Replaced. 


Destroyed plant replaced in year 
ended 30 June, 1958, at a cost of 
Deduct balancing charge £12,000 (in- 
surance recovery £18,000 less de- 
preciated value £6,000) on plant 
destroyed and which would be 
otherwise included in taxpayer’s 
assessable income .... .... .... .... ... 


£24,000 


12,000 


—_—. 


£12,000 


—_—_—— 


Depreciated value under s. 59 (2A) 


Section 59(2B) provides that the 
balancing charge shall not be set of 
against the cost of an asset unless that 
asset is, at the end of the income year, 
used wholly for the purpose of produe- 
ing assessable income or is installed 
ready for use and is held in reserve; 
further, the asset must be one on which 
depreciation is allowable. Any excess 
of the balancing charge over the 
amount deducted under s. 59(2A) must 
be brought into assessable income (s. 
59(2C)). 


Asset replaced after year of destruction 


Where an asset is not replaced in the 
year of loss or destruction but is re 
placed within the next two succeeding 
years of income, s. 59(2D) applies. In 
that event, the balancing charge would 
have been brought into assessable in- 
come of the year of loss or destruction 
in accordance with s. 59(2), unless the 
taxpayer had opted to apply the bal- 
ancing charge in reduction of the cost 
or value of other assets in that year. 
If the s. 59(2A) option was not exer- 
cised, then the taxpayer may by writ 
ten request to the Commissioner under 
s. 59(2D) elect to have the balancing 
charge excluded from his assessment 
for the year of loss or destruction and, 
correspondingly, to have the cost of 
replacement reduced in the year of re 
placement by an amount equal to that 
excluded from the assessable income 
the earlier year. Authority to amend 
the assessment to exclude the balanc 
ing charge is given by s. 170(10). 


Example 

Assume that during the year ended 
80 June 1957, a taxpayer has certall 
property destroyed by fire, the amount 
of the insurance recovery x 
the depreciated value as at 1 July 196 
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by £2,000. Under s. 59(2) the amount 
to be included in the taxpayer’s assess- 
able income of the year ended 30 June 
1957 is £2,000. However, during the 
year ended 30 June 1959 the property 
destroyed during year ended 30 June 
1957 was replaced at a cost of £8,000. 
Under s. 59(2D) (a) the assessment of 
the year ended 30 June 1957 will, if 
the taxpayer so desires, be amended by 
reducing the assessable income of that 
year by £2,000. Under s. 59(2D) (0), 
the cost of the property which replaced 
the destroyed property, viz., £8,000, is 
reduced by £2,000 and the annual de- 
preciation allowed thereafter is calcu- 


lated with reference to the amended 
depreciated value. 


Assume that the cost of the replace- 
ment during year ended 30 June 1959 
of the property destroyed during year 
ended 30 June 1957 was £1,500. Under 
s. 59(2D) (a), the assessment of year 
ended 30 June 1957, which included as 
assessable income £2,000 of the insur- 
ance recovery, will if the taxpayer so 
desires be amended by reducing the 
assessable income of that year by 
£1,500. No depreciation allowance will 
be made in respect of the £1,500 paid 
for property during year ended 30 
June, 1959. 





NOTES ON SELECTED TAX CASES 


D.C. Wilkins, B.Com., A.A.S.A. 


Capital or income 


Commercial agreements involving 
the supply of what is conveniently de- 
scribed as “know-how” are a perennial 
source of litigation in an attempt to 
distinguish between income and capi- 
tal receipts. Such a case was Evans 
Medical Supplies Ltd. v. Moriarty (In- 
eeor of Taxes), [1956] 2 All E.R. 


The company, a manufacturer and 
distributor of pharmaceutical pro- 
ducts, conducted an agency in Burma. 
As a result of protracted negotiations, 
an agreement was entered into to en- 
able the Burmese government to initi- 
ate and develop a similar industry in 
that country. The agreement contained 
two parts. Part I provided that the 
company should supply the govern- 
ment with information relating to 
secret processes, and also technical 
data, drawings and designs for the 
erection of a factory and the installa- 
tion of suitable machinery. The secret 
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processes, etc., which the company sup- 
plied to the Burmese government, were 
to be exclusive to the government for 
a period of seven years. For this the 
company received a “capital sum” of 
£100,000. 


Part II provided that the company 
should act as purchasing agent for 
plant and equipment, advise on the se- 
lection of architects and consulting en- 
gineers in connexion with the erection 
of the factory in Burma, train Bur- 
mese staff for technical and admini- 
strative positions, provide expert 
European staff, and manage the fac- 
tory for seven years. For these ser- 
vices the company received an annual 
fee of 5 per cent. of the value of the 
products produced, or £25,000—which- 
ever was the greater. 


It was agreed that the payments 
received under Part II of the agree- 
ment were assessable to income tax, 
the present case being devoted to a 
determination as to the correct treat- 
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ment for tax purposes of the amount 
of £100,000 received under Part I. 


The Income Tax Commissioners had 
adopted the view that the sum of 
£100,000 was properly included in the 
computation of the company’s profits 
for income tax purposes, on the ground 
that it was received in respect of the 
provision of services, and arose to the 
company in the course of carrying on 
its trade. 


The English High Court (Chancery 
Division) reversed this decision, and 
held that (1) the £100,000 was not 
part of the profits or gains of the com- 
pany’s trade, and (2) it was a payment 
of a capital nature as the company was 
parting for ever with part of a valu- 
able asset (its secret processes, etc.) 
for the purpose of enabling an entirely 
new and competing industry to be set 
up in Burma. 


[Air-mail information has been re- 
ceived that on 13 December 1956, the 
Court of Appeal reversed finding (1) 
above and, as to finding (2), remitted 
the case to the Special Commissioners 
to determine to what extent the 
£100,000 was referable to secret pro- 
cesses. Leave was given to both parties 
‘ape to the House of Lords—Taz 


Sale of goodwill 

Section 85(1) of the Income Tax 
Assessment Act (as it existed prior to 
the 1952 amendment) required that if, 
on the assignment of a lease, a deduc- 
tion was to be obtained for an unre- 
couped goodwill payment, the amount 
so paid in the first place must have 
been to acquire the goodwill which was 
“attached to or connected with” that 
land, i.e., the land the lease of which 
was assigned. 

In 1946 freehold premises on which 
a pharmacy business was conducted 
were purchased and £400 was paid for 
goodwill. The business was the only 
one of its kind in a country town. Sub- 
sequently the business was transferred 
from the freehold premises to leased 
premises, and later still, in 1949, the 
business was sold and the lease as- 
signed to the purchaser. On this as- 
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signment the vendor received £500 for 
the goodwill and the lease, and £500 
for a covenant restricting his activities 
as a pharmacist in a specified area and 


for a specified time. The total of 
£1,000 was treated as a premium as- 
sessable to income tax. 


The question then arose whether the 
outgoing lessee should be allowed a de 
duction for the amount of £400 origi- 
naliy paid for goodwill, when the 
business conducted on freehold pre- 
mises ‘was purchased. 


It was contended, on behalf of the 
taxpayer, that when the business was 
transferred to the leased premises (it 
was still the only pharmacy in the 
town) the goodwill was transferred to 
the leased premises and became “at- 
tached to or connected with” those 
premises; in other words, that the 
goodwill disposed of in 1949 was the 
same thing as the goodwill acquired in 
1946, 

The Board of Review, by a majority 
decision, disagreed with the taxpayer's 
contention and confirmed the disallow- 
ance by the Commissioner of a deduc- 
tion for the £400 paid for goodwill in 
1946, being of the opinion that the 
goodwill acquired in that year was not 
the goodwill attached to the leased 
land. It was suggested that if, and so 
far as, the goodwill of the pharmacy 
business was transferred from one 
premises to another, it was, by its 
mobility, not attached to or connected 
with land, and further that if it could 
be so transferred because there was 
only one pharmacy in the town, such 
goodwill might flow from the absence 
of competition. These suggestions ap- 
pear to throw some doubt on the cor- 
rectness of treating the goodwill, on 
the assignment of the leased premises, 
as a “premium,” but that question was 
not before the Board. 

The case is reported in 6 C.T.B.R. 
(N.S.) Case 8. 


Down on the farm 

When an asset is used only partly 
for the purpose of producing assess- 
able income, the Commissioner is em- 
powered to allow that part of the de 
duction “otherwise allowable” under 
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the depreciation provisions of the In- 
come Tax Assessment Act which is, 
in his opinion, “proper.” Under the 
United Kingdom Income Tax Act, 
however, the annual allowance to be 
made for machinery or plant used for 
purposes other than those of the trade 
is so much of the allowance which 
otherwise would be made “as may be 
just and reasonable having regard to 
all the relevant circumstances of the 


The taxpayer was the managing 
director and in complete control of a 
fruit farming company. A car was 
used in the course of the business and 
it was agreed that one-twelfth of its 
use was for private motoring. The 
car purchased for the purpose was a 
second-hand Bentley, which cost 
£6,995. 


The Income Tax Commissioners 
considered that the depreciation charge 
calculated at £1,749 should first be re- 
duced by £1,020 as an abatement for 
personal choice of the car. The Eng- 
lish High Court, in G. H. Chambers 
(Northam Farms) Ltd. v. Watmough, 
[1956] 3 All E.R. 485, held that the 
Commissioners’ action should not be 
disturbed, because the car was not one 
which would have been bought by any- 
one who at the time was directing his 
mind solely and exclusively to the 
necessities of the company’s trade. 


Having regard to the story (perhaps 
apocryphal) of the Australian grazier 
who, when purchasing a Rolls Royce, 
demanded a glass screen behind the 
driver’s seat to prevent the sheep from 
breathing down his neck, it is perhaps 
fortunate that the Australian Com- 
missioner has not concerned himself 
with considerations of “personal 
choice” when determining the depre- 
ciation to be allowed on a vehicle used 
partly for business and partly for 
Pleasure. 


The difficulty would appear to be 
overcome by using the car entirely for 
business, but then, would it have been 
a Bentley? 
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Business or profit-making scheme 


An interesting observation upon the 
inter-action of ss. 25(1) and 26(a) of 
the Income Tax Assessment Act was 
made in the case reported as 6 
C.T.B.R. (N.S.) Case 11. 

A partnership carrying on business 
as cartage contractors purchased land 
on which sand was available for re- 
moval. At the time sand was in short 
supply, and it was admitted that the 
acquisition of the land made certain 
that supplies would be continuously 
available. 

During the year of income some five- 
eighths of the sand was removed, and 
the partnership claimed a deduction as 
“depreciation” of five-eighths of the 
cost of the land purchased. 

Two of the partners, in evidence be- 
fore the Board, stated that when the 
land was acquired it was contemplated 
that it would ultimately be disposed of, 
and it was accordingly argued that the 
acquisition of the land and its disposal 
should be treated as a profit-making 
venture, and that consequently the pur- 
chase price of the land (or some cal- 
culated part of it) should be allowed 
as a deduction as representing the cost 
of an asset purchased for re-sale at a 
profit. 

The Commissioner contended that 
the purchase of the land represented 
the acquisition of a wasting asset, 
which was of a capital nature, and that 
no deduction should be allowed because 
s. 51 denied it. 

The Board agreed with this conten- 
tion, and stated further that as the 
business of the partnership consisted, 
among other things, of carting and 
selling sand, it should not be open to 
the partnership to treat the purchase 
of the land as an isolated venture. The 
dominant purpose of the partners was 
not to acquire land for re-sdle at a 
profit but to acquire sand for sale. It 
was considered that s. 26(a) (relating 
to purchase of property for re-sale at 
a profit) could be resorted to only in 
cases where the provisions of s. 25(1) 
(the general provision covering the 
assessment to tax of gross income) do 
not apply. 
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Extensions of time to tax agents 


Mr. CLEAVER (Member for Swan, 
W.A.)—By the way of preface to my 
question to the Treasurer, I should like 
to say that tax agents throughout the 
nation face annually an almost insur- 
mountable problem in their attempts to 
give adequate checking to the opera- 
tions of their clients and to complete 
and submit taxation returns by the 
final due date. Can the Treasurer in- 
form the House, first, whether there is 
a current proposal for the submission 
of taxation returns to be spread over 
the year or, secondly, if this is not 
contemplated, could an additional ex- 
tension of time—say three months—be 
approved for tax agents to overcome 
the problem? 


Sm ARTHUR FADDEN (Treasurer)— 
I can assure the Honorable Member 
that the Taxation Branch is very sym- 
pathetic about the granting of an ex- 
tension of time when the merits of the 
case warrant such an extension. I 
also want to take this opportunity to 
say that there are very many tax 
agents in Australia who impose on the 
generosity of the Department to such 
an extent that the Commissioner of 
Taxation is having a conference next 
month to see what can be done in order 
to distinguish between those who have 
meritorious claims and those who are 
imposing upon the extension of time 
that has been granted to them. (31 
March 1956.) 

[The Graziers’ Federal Council de- 
cided last October not to press for al- 
ternative periods for lodgment of taxa- 
tion returns. 

The Taxation Institute of Australia 
had approached the G.F.C. with a plan 
for “staggered” accounting dates. 

The Institute told the G.F.C. that 
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the Taxation Commissioner had indi. 
cated he would give sympathetic con. 
sideration to substituted accounting 
periods for particular classes of bugj- 
ness or industry, particularly those 
which had a “natural” year ending date 
other than June 30. 

The G.F.C. decided however that it 
desired no change in the present prae- 
tice. It was pointed out that there was 
already provision for the adoption of 
different accounting periods in special 
circumstances. A plan for “stagger- 
ing” accounting periods could result in 
forcing individuals into periods un- 
suitable to them. Seasonal periods in 
Australia differ and it would be difi- 
cult to arrive at fixed accounting dates 
that would fit in suitably with seasonal 
operations—Taz Ed.] 


Age allowance 

SENATOR ARMSTRONG (N.S.W.) 
(through SENATOR CRITCHLEY) asked 
the Minister representing the Treas 
urer, upon notice— 

1. Is it a fact that single women over 
60 years and single men over 65 years 
are not taxable unless their net income 
exceeds £375 per annum? 

2. Is it a fact that the Taxation De 
partment, in arriving at net income for 
these people, will not allow deductions 
for medical and other concessional de 
ductions? 

8. Is this a fair interpretation of net 
income under these circumstances? 

4. Does it mean, in effect, that these 
old people are the only ones not tor 
ceive these concessional deductions? 

5. Will the Treasurer arrange for 4 
more liberal interpretation by th 
Taxation authorities in assessing th 
net income of these old people? 


SENATOR SPOONER (Deputy Leader 
of the Government in the Senate)- 
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The Treasurer has supplied the follow- 
ing answers: 

1. A single woman of 60 years and 
over, and a single man of 65 years and 
over at the end of the current income 
year 1955-56 who has been a resident of 
Australia during the whole of the in- 
come year will not be liable to income 
tax and social services contribution if 
her or his net income for the period 
does not exceed £390. This provision, 
commonly known as the age allowance, 
is contained in s. 7 of the Income Tax 
and Social Services Contribution Act 
1955. 

2. The Commissioner of Taxation 
and his officers are obliged to calculate 
net income for the purposes of the age 
allowance in conformity with sub-sec- 
tion (4) of s. 7 of the Act. That sub- 
section provides that, for the pur- 
poses of the section, “the net income of 
a person shall be ascertained by de- 
ducting from the gross income of that 
person all expenses (not being ex- 
penses of a capital, private or domes- 
tic nature) incurred in deriving that 
gross income”’. 


3. The interpretation is in accord- 
ance with the statutory provision. See 
2. 

4. No. Any taxpayer to whom the 
age allowance applies is entitled to the 
concessional deductions provided under 
the Assessment Act in arriving at his 


or her taxable income. It is true that 
if the total income is less than the 
statutory minimum of £390 the con- 
cessional deductions are ineffective be- 
cause there is no tax whatever payable. 
Where, however, the net income ex- 
ceeds the statutory minimum but does 
not exceed £434, the age allowance pro- 
visions operate to limit the maximum 
amount of tax payable to nine-twen- 
tieths of the excess of the net income 
over £390. 
5. See 2. (1 May 1956.) 


Employers’ contributions to super- 
annuation funds 
MR Stokes (Member for Mari- 
byrnong, Vic.)—As the Treasurer is 
aware, an employer now receives a 


The Australian Accountant, February, 1957. 


taxation allowance of £200 per annum 
for each employee for whom he insti- 
tutes superannuation benefits. Is it 
intended that the increase to £300 set 
out in the present budget in respect of 
insurance premiums will be extended 
to the field that I have mentioned? if 
not, may some consideration be given 
to this aspect? 

Sirk ARTHUR FADDEN (Treasurer)— 
I have received some correspondence 
on this matter, and the Honorable 
Member’s question gives me an oppor- 
tunity to make the position quite clear. 
An employer may deduct, for taxation 
purposes, £200 in respect of each em- 
ployee for whom he provides super- 
annuation or retirement benefits. It is 
not proposed at present to increase this 
amount of £200, as the employer may 
deduct 5 per cent. of the employee’s an- 
nual remuneration if that would repre- 
sent a greater amount than £200. More- 
over, the Commissioner of Taxation is 
empowered to allow a greater amount 
in special circumstances, such as when 
the employee is approaching the retir- 
ing age at the time of engagement. (12 
September, 1956.) 

Mr. LAWRENCE (Member for Wim- 
mera, Vic.) asked the Treasurer upon 
notice—In the proposed legislation to 
increase the value of life assurance 
premiums as allowable taxation deduc- 
tions, will the limit imposed on 
employers’ and other persons’ contri- 
butions to funds for the benefit of 
employees, under ss. 66 and 79 of the 
Income Tax and Social Services Con- 
tribution Assessment Act, be also 
increased to £300? 


Sir ARTHUR FADDEN (Treasurer)— 
The answer to the Honorable Mem- 
ber’s question is as follows: 

No. When the proposed legislation 
is enacted, the annual deductions of 
payments to provide life assurance and 
superannuation benefits for an em- 
ployee may be as high as £500, com- 
prised of £300 paid by the employee 
himself and £200 paid by the employer. 
In some cases, the deductible payments 
may be even higher than £500, for ex- 
ample, where 5 per cent. of the em- 
ployee’s annual remuneration is 
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greater than £200 or where the Com- 
missioner of Taxation, having regard 
to the special circumstances of the case, 
considers it to be reasonable to allow 
an amount greater than £200 or 5 per 
cent. of the employee’s annual re- 
muneration. Under prevailing condi- 
tions the Government has not felt able 
further to liberalise these provisions. 
(9 October 1956.) 


Double taxation and New Zealand 

Mr. GRIFFITHS (Member for Short- 
land, N.S.W.)—I ask the Treasurer 
whether, in view of his reply to repre- 
sentations made by me, in which he ap- 
parently concedes the right of both 
the New Zealand and the Australian 
Governments to extract a tax from the 
personal exertion income of Australian 
citizens, he will inform me whether he 
intends to let the matter rest as it is. 
If so, is it the Government’s policy to 
commit wage and salary earners to 
double taxation, while big companies 
and combines are exempted from pay- 
ing tax on dividends earned in this 
country and taxed overseas? Further, 
does the decision in the present case 
mean that Australians whose source of 
income is in Australia, could, when 
visiting New Zealand in future, be re- 
quired to pay tax on income accruing 
while they were in that country? Does 
it mean that people on long-service 
leave, executives visiting New Zealand 
in an advisory capacity for their firms, 
and graziers holidaying in_ that 
country, will be liable to pay double 
tax? Does the Treasurer affirm that 
there is nothing that either he or the 
Commissioner of Taxation can do about 
it? If so, will he have the matter 
tested in the High Court in order to 
see whether justice is being done to 
Australian citizens who are paying 
double tax on personal exertion in- 
come? 

Str ARTHUR FADDEN (Treasurer)— 
The question is very complex and 
raises matters of policy that have been 
under consideration for a considerable 
time. Negotiations are still proceed- 
ing and I am hopeful that the day is 
not far distant when the anomalies to 
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which the Honorable Member rightly 
refers will be overcome. (12 June 
1956.) 


Double taxation and Canada 

SENATOR LAUGHT (S.A.)—Will the 
Minister representing the Treasurer 
let me know what stage has been 
reached in negotiations relating to an 
agreement between Australia and 
Canada for relief from double taxation 
on income? Are any negotiations pend. 
ing between Australia and New Zea- 
land, South Africa or Switzerland? 
Would the Minister care to comment 
on the general advantages to the ex- 
port trade of Australia and the level 
of overseas investment in Australia 
that could well accrue from further 
taxation treaties? 


SENATOR SPOONER (Deputy Leader 
of the Government in the Senate)— 
I am aware that at the present time the 
matter of an agreement between Aus- 
tralia and Canada is before the Treas- 
urer, and that he will be placing it be- 
fore the Government. I know of no 
negotiations with New Zealand, South 
Africa or Switzerland. Regarding the 
general principle, we have reciprocal 
tax agreements with the United States 
of America and Great Britain. They 
are rather complicated documents, 
which are rather difficult to tease out 
for the purpose of equitable applica- 
tion, and are aimed principally at at- 
tracting the investment of overseas 
capital in Australia. They have, I be 
lieve, been successful in that direction. 
(31 October 1956.) 


Double taxation and U.K. and U.S.A. 
Mr Warp (Member for East Syd 
ney, N.S.W.) asked the Treasurer, 
upon notice—What saving in taxation 
to the persons or organisations con- 
cerned has been made since the agree 
ments between the United States of 
America and the United Kingdom, re 
spectively, and Australia, for the elim- 
ination of double taxation became effee- 
tive, with respect to: 
(a) American investments 
tralia, 
(b) United Kingdom investments ™ 
Australia, 


in Aus 
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(c) Australian investments 
America, and 

(d) Australian investments in the 
United Kingdom? 


Sm ARTHUR FADDEN—The answer to 
the Honorable Member’s question is as 
follows : 

The taxation agreements which Aus- 
tralia concluded with the United King- 
dom and the United States of America 
are mutual agreements between nations 
and were designed to relieve double 
taxation which was imposed on income 
derived in one country by residents of 
the other country. The relief from this 
double taxation is achieved in relation 
to some classes of income by one of the 
countries agreeing to exempt the in- 
come from tax and thereby avoiding 
the double imposition of taxation. In 
other instances the income remains 
liable for tax, perhaps at a reduced 
rate, in both countries, but the detri- 
mental effect of the double imposition 
is removed by a tax credit which is 
allowed by the country in which the 
recipient of the income resides. Where 
an agreement results in a reduction of 
the tax payable in one of the countries, 
there is, generally, an adjustment in 
the tax payable to the other country 
which is a party to the agreement. 

In these circumstances, the effect of 
the agreement is not to be judged from 
the variation in tax which occurs in 
only one of the countries. The true 
picture can be seen only if the quan- 
tum of tax payable in both countries 
tan be compared with the tax which 
would have been paid in both countries 
if the agreement had not been con- 
cluded. Statistics have not been com- 
piled which would enable the informa- 
tion requested by the honorable mem- 
ber to be supplied. The information 
necessary to compile such statistics 
would involve not only knowledge of 
the tax payable by the investors con- 
cerned but also particulars of the tax 
which would have been charged if the 
agreements had not been negotiated. 
In addition to details of Australian tax, 
it would also be necessary to ascertain 
the additional amount of United King- 
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dom and United States taxes payable 
as a result of the agreements and the 
amount of the credits allowed in those 
countries consequent upon the opera- 
tion of the agreements. This latter in- 
formation would not be available be- 
cause details of the United Kingdom 
and United States taxes payable by in- 
dividuals and companies affected by 
the agreements could not be ascer- 
tained. (6 June 1956.) 

On 26 September 1956 further ques- 
tions by Mr. Ward were answered as 
follows: 


Overseas insurance payments 

Mr. WARD asked the Treasurer, upon 
notice—What amount has been paid 
overseas in each of the last ten years 
in respect of insurance premiums paid 
to insurance companies registered in 
other countries? 

Sm ARTHUR FADDEN—The answer to 
the Honorable Member’s question is 
as follows: 

Figures purporting to show the 
amount of premiums paid by or on be- 
half of Australian residents to insur- 
ance companies registered in other 
countries are not available. Because 
of the various ways in which premiums 
are paid, the effect of re-insurance here 
and abroad and the differing relation- 
ships between resident and non-resi- 
dent companies, any such estimate 
would be unreliable. 


Overseas dividend payments 

Mr. WARD asked the Treasurer, upon 
notice—What amount has been re- 
mitted overseas in each of the last ten 
years in payment of dividends to non- 
resident shareholders? 


Sirk ARTHUR FADDEN—The answer to 
the Honorable Member’s question is as 
follows: 

In his publication Survey of Com- 
panies with Overseas Affiliations 1947- 
1948 to 1954-1955, the Acting Com- 
monwealth Statistician has estimated 
that dividends remitted overseas in 
respect of Australian company profits, 
and profits of Australian branches of 
oversea companies remitted overseas, 
in each of the financial years 1947-48 
to 1954-55 inclusive were as follows: 
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Profits of Aus- 
Dividends remitted tralian branches 
overseas in respect of overseas Total 
of Australian com- companies re- ° 
pany profits (a) mitted overseas 


£m. 
15.5 
12.6 
12.4 
15.9 
16.0 
21.0 
29.7 
31.9 


(a) Excluding insurance companies. (b) Includes remittances overseas in respect 
of dividends which had been declared and credited to inter-company accounts in previous 
years. (c) Includes only dividends declared during year shown. 


£m. 
11.0 
9 


~~ 
Pie 
r= 


90 D> 23 ye OT DS Go 
NWOWOANA*s ol 


9. 
0. 
1, 
4. 
2. 
3. 





Figures for 1955-56 are not yet United States of 
available. America and Canada 43.4 


Oversea investments in Australia ~—_ 

Mr. LUCHETTI asked the Treasurer, 209.3 
upon notice— 

1. What is the amount of new capi- 3. The estimated increase in over- 
tal which entered Australia since the sea investment in companies in Aus 
financial year 1950-51? tralia for each of the years 1950-51 to 

2. From what countries did the 1954-55 was as follows: 
money come? 

38. What were the totals for each 
year to 30 June 1956? 

4. What are the appreciated totals 1953-54 
due to the earnings from dividends, in- 195 4-55 
terest and yields from other sources? 4 


Sirk ARTHUR FADDEN—The answers 
to the Honorable Member’s questions 
are as follows: The figure for 1955-56 is not yet avail- 
1. The Acting Commonwealth Statis- able. 
tician’s Survey of Companies with 4, With the addition of unremitted 
Overseas Affiliations 1947-48 to 1954- and undistributed profits, the total net 
55 estimates that the net increase in jncrease in oversea investment in com- 
overseas investment in companies panies in Australia in each of the re 
operating in Australia (excluding un- jeyant years was estimated in the sur- 
remitted and undistributed profits) yey to be as follows: 
between 1 July 1950, and 30 June 1955, 
was £209,300,000. 
2. The countries of domicile of the 
investors responsible for this esti- 
mated increase in investment are 
shown in the survey as follows: 1954-55 


United Kingdom 
New Zealand .. .... .... 
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Tabulation — Squaring. Dial locks. Locked figure keyboard. 
Split lower dials. Multiplier non-entry. Constant multiplies 
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A full range of Automatic, Semi-auto- 
matic and Hand-operated Machines. 


‘If you’re in business, you NEED Business Equipment” 
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1957. 


Fellow Australasian Institute of Cost Accountants; 
College, 


Western Australia. 


TABLE OF CONTENTS. 


1. Working Concepts of 
Organisation. 

2. Human Relations in 
Organisations. 

3. Product Planning and 
Development. 

4. Organising the Physical 
Facilities. 

5. Production Planning and 
Control. 

6. Materials Control. 

7A. Methods Improvement and 
Greater Production. 

7B. Incentives in Industry. 

8. The Role of the Cost 
Accountant in Control Over 
Business Operations. 

Glossary of Terms. 


Price £1/12/6. 


THE LAW BOOK CO. OF AUSTRALASIA PTY LID. 


140 Phillip Street, 425 Little Collins Street, 
SYDNEY MELBOURN E 


21 Adelaide Street, 
BRISBANE 
B 8882 





BW 8041 MU 7888 


—— 








The Australian Accountant, February, 1987. 








SUM-OF-THE-YEARS-DIGITS 


W. L. BURKE, B.Ec., F.A.S.A. 
Lecturer in Accountancy 
New South Wales University of Technology 


“It is probably safe to say that during the last 
year every reputable financia] and accounting 
magazine in this country has carried articles 
on the sum-of-the-digit method.” 


The Editors of The Controller, U.S.A., May, 
1956. 


HE following is an extract from a 

letter? sent to The Controller by 
the Assistant Secretary of one of the 
leading accountancy institutes in the 
United Kingdom. 

One of our members is employed by an 
American controlled company in this country 
and has been asked to obtain information on 
a system known in America as “the sum of 
the digits method of depreciation”. So far we 
have been quite unable to track down the 
source of this method and if you could help 
us it would be much appreciated. 

References to the method have ap- 
parently been as rare in the United 
Kingdom as in Australia.? 


The sum-of-the-digits is one of the 
“rapid” or “accelerated” depreciation 
provisions introduced in the United 
States by the Revenue Code of 1954. 
Consideration of the ‘“sum-of-the- 
digits” is linked with the subject of 
“rapid depreciation”. The 1954 Re- 
venue Code gives the American tax- 
payer more freedom than ever before 
in the selection of depreciation methods, 
and allows the Commissioner of In- 
ternal Revenue to accept the method 
chosen, so long as it is “reasonable”. 
This term is defined to the extent that 
certain allowable methods are stated 
and limitations indicated regarding the 
use of other methods. Former de- 
preciation methods are carried for- 





1. See The Controller, May 1956, p. 200. 


2. Actually the method is not new, but its 
general application under the provisions 
of the 1954 Revenue Code has given it much 
publicity in the United States. 
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ward and depreciation is still based on 
original cost; but liberalised deprecia- 
tion allowances are introduced which 
permit higher deductions in earlier 
years and lower deductions later. Pro- 
vision is also made for the execution 
of written agreements regarding the 
term of the useful life and the de- 
preciation rate. Such agreements were 
possible under the prior law but have 
now been extended so as to be avail- 
able to all. 


The four methods 
Four methods are allowed: 


1. Straight-line-depreciation. This 
needs no explanation and is merely a 
continuation of the method existing 
previously. It allows the full value of 
the asset (or the difference between 
cost and residual value) to be written 
off over the estimated useful life. 


2. Declining - balance - depreciation 
(Reducing balance method). This 
method existed previously only in 
special cases. Moreover the rate was 
increased from a maximum of 150 per 
cent. of the straight-line rate to a 
maximum of 200 per cent. of the 
straight-line rate.2 Provision was thus 
made for rapid, or accelerated, de- 
preciation. In applying this method 
no regard is had to residual value. 





3. In Australia, the same rate is allowed under 
both the prime cost (straight-line) and 
diminishing value (declining-balance) 
methods. But in “Current Taxation”, Vol. 
9, No. 3, pp. 44-45, published in The Aust- 
ralian Accountant, September, 1956, Mr. 
J. A. L. Gunn expresses the view that the 
rates allowable in Australia under the 
diminishing value method should be 
approximately 50 per cent. higher than 
those allowable under the prime cost 
method. 
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Forty per cent. of original cost is writ- 
ten off in the first quarter of the as- 
set’s life, and 66 per cent. in the first 
half of its life. At the end of its use- 
ful life (a fixed period is agreed upon: 
another respect in which the method 
differs from its Australian equivalent) 
an amount of 10 to 13 per cent. of 
original cost remains unrecovered. 
This balance could be regarded as the 
equivalent of scrap value. Provision 
is made, however, for the recovery of 
any balance above scrap value by giv- 
ing the taxpayer the option of switch- 
ing, at any time during the asset’s use- 
ful life, to the straight-line method 
(subject to proof of “reasonableness” 
of the change.) 


3. Sum-of-the-years-digits. This is 
a variation of the declining balance 
method. The annual depreciation is 
calculated by taking a fraction of 
original cost (or of original cost less 
scrap value). The fraction is arrived 
at as follows: after the useful life has 
been agreed upon (e.g., 6 years) the 
numbers of all the years are added 
(eg, 1+2+3+4+4+4+5+6= 21). 
The total resulting (21) is represented 
as the denominator of a fraction, the 
numerator being represented by the 
number of years from the beginning of 
the year in question to the end of the 
useful life. Thus 6/21 would be writ- 
ten off at the end of the first year, 
5/21 in the second, 4/21 in the third, 
3/21 in the fourth, 2/21 in the fifth 
and 1/21 in the last year. Like the de- 
clining-balance method, this method 
had occasionally been used before, but 
has now been made available to all 
taxpayers. An advantage of the sum- 
of-the-digits method is that it allows 
the taxpayer to write off 100 per cent. 
of cost over the useful life. In this 
respect it overcomes the disadvantage 
of the declining balance method. Once 
chosen the method is binding and can- 
not be changed without approval. 


4. Any other method, provided it is 
consistently applied, that the cumula- 
tive amount recovered is not greater, 
at any time during the first two-thirds 
of useful life, than it would have been 
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under the declining balance method, 
and that the taxpayer is prepared to 
— the special method as reason. 
able. 


Methods 2 and 3 are to apply only 
to new (not “second-hand’’) assets ac- 
quired after 31 December 1953, and 
only to those having a useful life of 
three years or more. Use of the new 
methods in respect of “new” property 
is optional. The taxpayer may still 
elect to use method 1 (or 4). Differ. 
ent methods may also be used for dif. 
ferent classes of property so long as 
the method is consistently applied. The 
taxpayer must thus elect to use either 
the straight-line method or rapid depre- 
ciation. If he chooses the straight-line 
method for any item of property he 
cannot change in respect of that item; 
but he may choose a rapid depreciation 
method in respect of other property. 
If he chooses rapid depreciation he can 
change to the straight-line method 
only from the declining balance (not 
from the sum-of-the-digits) method. 


Purpose of the legislation 


Tax gains arising from the rapid de- 
preciation methods give taxpayers 
financial assistance to finance capital 
investment and business expansion. 
Reduced tax payments in the early 
years (providing additional cash as 
working capital) together with other 
economic gains (resulting from the in- 
terest-free use of deferred taxes dur- 
ing the period of deferment) provide a 
not inconsiderable proportion of the 
cost of new property. This saving can 
be of the order of 8 to 13 per cent. of 
cost. The percentage of economic gail 
to cost of new property increases, 
under both the declining balance and 
the sum-of-the-digits method, with the 
length of the property’s expected use 
ful life. Where the life expectancy is 
about seven years the sum-of-the 
digits method commences to yield 4 
higher economic gain than the declit- 
ing balance method, and as the life ex- 
pectancy of the property increases the 
sum-of-the-digits method becomes more 
favourable. Economic benefits arising 
from rapid depreciation can become 
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quite considerable in the case of pro- 
ies having relatively long life. 

That rapid depreciation will afford 
immediate economic gain seems quite 
clear. Whilst this may be offset in 
the long run by unpredictable factors, 
taxpayers availing themselves of rapid 
depreciation will be doing what Con- 
gress intended—for the economic good 
of the nation as well as of the taxpay- 
ers themselves. 


Comparison of the methods 

Compared with the sum-of-the- 
digits method the declining-balance 
method gives a faster cost recovery for 
the first two years. At the end of the 
third year, however, the cumulative 
cost recovery under each method be- 
comes approximately equal. There- 
after, recovery under the sum-of-the- 
digits method exceeds that under the 
declining-balance method. By the end 
of the useful life the percentage of cost 
recovered under the _ straight-line 


method is about 50 per cent., that 
under the declining-balance method 
is about 66 per cent., and that under 


the sum-of-the-digits method about 75 
per cent. The declining-balance method 
does not give full recovery of cost and 
a taxpayer would choose it in prefer- 
ence to the sum-of-the-digits method 
only if high cost recovery in the first 
two years was very important, or if 
the property had a high salvage fac- 
tor (the method disregards salvage). 

To obtain maximum benefit from the 
declining-balance method a switch to 
the straight-line method would be 
necessary. (The best time to make 
such a change would be at the end of 
the first year after the expiration of 
half the useful life). Best results seem 
probable through (1) the sum-of-the- 
digits method; (2) the declining-bal- 
ance method, switching to straight- 
line. The declining-balance method 
gives greatest immediate assistance in 
financing expansion or modernisation 
because deductions are greatest in the 
first two years of life. The sum-of-the 
digits method gives the greatest gain 
Where the life expectancy is about 
seven years or more. 
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The prevailing opinion in the United 
States seems to be that most firms will 
take advantage of the sum-of-the- 
digits method rather than the declin- 
ing-balance method, except perhaps 
where quick cost recovery during the 
initial two years is urgently required. 
The information available seems to in- 
dicate that this prediction has been 
correct. 


The new enactments have raised 
considerable discussion in the United 
States as to whether the straight-line 
or the rapid depreciation alternatives 
should be adopted. As one of these 
alternatives (straight line v. reducing 
balance method) has existed in Aus- 
tralia for many years the American 
discussions are of interest here. On 
one side is the “bird-in-the-hand” 
philosophy—take the rapid deprecia- 
tion advantages while they are avail- 
able; on the other is the view that im- 
mediate tax advantages are not the 
sole criterion—that future economic 
trends and taxation prospects should 
be considered. In favour of rapid de- 
preciation it is argued that immediate 
tax savings can be invested, that there 
is faster recovery of capital invest- 
ment, that short- rather than long- 
term borrowing will suffice, and that 
financial costs should therefore be 
lower. The use of rapid depreciation 
methods is also encouraged by the fear 
of obsolescence. Against rapid de- 
preciation it is argued that there will 
be lower deductions and therefore 
higher taxes in later years, that ac- 
counting problems necessitating more 
than one set of records will arise, and 
that rapid depreciation “defers” rather 
than “saves” tax. A counter-argu- 
ment to this last contention is that a 
substantial economic gain arises from 
increased working capital and the in- 
terest-free use of tax-savings. The 
general view seems to favour the rapid 
depreciation methods except where the 
life of the asset is very short, where 
the taxpayer has ample working 
capital, or where higher taxation rates 
are expected in the future. 


It must be appreciated, of course, 
that the rapid depreciation provisions 
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are intended to apply for tax purposes 
only. From the accounting point of 
view it might be argued that, under 
rapid depreciation, the charges to re- 
venue each period would be inequitable 
as regards profit measurement. That, 
however, is another question. 


Conclusion 

The accelerated depreciation pro- 
visions of the 1954 U.S. Revenue Code 
may be of further interest in view of 
the recommendations of the Hulme 
Committee on Depreciation in this 
country (referred to in the Australian 
Accountant during 1955 and 1956). 
As that Committee’s major recommen- 
dations regarding depreciation have 
not been implemented, the sum-of-the- 
digits method may offer at least a few 
crumbs by way of compromise in this 
country, compared with matters con- 


sidered by the Committee (e.g., the 
allowance of 120 per cent. of cost as 
depreciation). The editorial to the 
Australian Accountant (October 1955) 
is also relevant: 

The day will come in Australia—possibly 
without much warning—when accountants wil] 
have the opportunity of recommending im. 
provements to the income tax law. When this 
opportunity does arise, not only should cop- 
sidered recommendations be ready, but their 
sponsors should be in a position to forestall 
amd combat uninformed criticism and wild 
estimates of cost. 

Postscript: Latest report is that the 
Congressional Joint Economic Commit- 
tee questions whether the rapid de 
preciation programme should not be 
reappraised. Defence Mobilizer, 
Arthur S. Fleming, considers that the 
ultimate test of the programme will be 
whether the gain to the nation will be 
commensurate with the cost in tax re- 
venue. 
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THE AUDITOR, THE LAW 


AND STOCK 


F MY article under this head (Oc- 

tober Australian Accountant) I 
think it truthfully can be said that 
nearly all of it revolved round the 
meaning and effect of the word 
“opinion” as used in the auditing sec- 
tions of the Companies Act. The ar- 
ticle was intended neither as a treatise 
nor a thesis; it was a commentary on 
one previously published by another 
contributor. And in this commentary 
several observations and _ references 
were necessarily made which, viewed 
from any angle, were nothing more 
than incidents in its major purpose. 


Consequently, a commentary such as 
Mr. Forster’s (December Australian 
Accountant) constitutes a sortie from 
an unexpected quarter; his entire bat- 
tery has been trained upon incidental 
matters contained in my article while 
its major purpose remains  undis- 
turbed. Equally surprising is the fact 
that, inasmuch as he propounds a num- 
ber of querulous criticisms, few, if 
any, conclusions are stated. Quite a 
little is said concerning the case of 
Colmer v. Merrett Son & Street, for 
instance, including an observation 
which suggests that it is unnecessary 
to reconcile stocks with sales and pur- 
chases from year to year, where it is 
possible to do so. If this inference 
were intended, the insertion of one or 
two extra words to this effect could 
easily have been made. More especi- 
ally is this so when one considers that 
his comments on this case occupy a 
full page much of which relates to the 
irrelevant matter of third parties or 
privity of contract. Having regard to 
the nature of his criticisms, Mr. Fors- 
ter’s failure to follow his remarks to a 


The Australian Accountant, February, 1957. 


R. C. Dalton, A.A.S.A. 


logical conclusion leaves me wonder- 
ing what held him back. 


Similarly, Mr. Forster’s comments 
on the case re Liverpool & Wigan 
Supply Association suggest that an 
auditor, in his report, need not men- 
tion that he has relied upon a certifi- 
cate when, in fact, he has (for there 
are times when he must). Is this what 
is meant? Furthermore, do Mr. Fors- 
ter’s observations regarding this case 
mean that the remarks of a judge in 
an inferior court should be ignored 
even though there is no superior court 
ruling to disturb them? The nature of 
his unqualified comments seem to mean 
that they should be so disregarded. 


Again, remarking that the account- 
ant’s professional training does not 
always provide him with an insight in- 
to case law, nor develop in him the art 
of scooping out the kernel of a case, 
Mr. Forster goes on (later) to criticise 
Dicksee’s interpretation of the effect 
of the ruling in Colmer v. Merrett Son 
& Street. If his remarks mean what 
they seem to mean, then I take it that 
every accountant-cum-author (which 
includes the authors of most of our 
Society’s recommended text books as 
well as Dicksee) is suspect whenever 
he attempts to interpret court rulings. 
This, it appears, should be regarded 
purely as the legal man’s preserve, 
much in the same way as has been 
claimed with respect to taxation mat- 
ters. Such being the case, Mr. Forster 
should find it interesting, if not in- 
triguing, to learn that there is a body 
of opinion—comprised chiefly of ac- 
countants, it is admitted—which holds 
other views, distinctly opposite. Those 
holding these views believe that it is 
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difficult for judges (who are lawyers) 
to express an opinion which is really 
entitled to respect on the question of 
whether or not, in a given set of cir- 
cumstances (involving perhaps con- 
sideration of a complicated set of 
books), an auditor has done all that 
can reasonably be expected of him. In- 
cluded among those who hold these 
rather radical views can be counted, 
Mr. Justice Vaughan-Williams, one 
who has presided in many well-known 
cases concerning auditors. On one 
memorable occasion he remarked that 
it was preferable for a jury, rather 
than any single judge, to express an 
opinion on the points (of an auditor’s 
duties) which he was called upon to 
decide. That he had in mind a jury of 
accountants there can be little doubt. 


So far I have been engaged almost 
wholly in setting down conclusions 
which Mr. Forster’s comments suggest 
but do not actually state. I dislike 
doing this, being mindful of the fact 
that it is easy to be mistaken in such 
a process. But there is no doubt that 
the article does not state conclusions; 
it is one which exhibits an understand- 
ing of the finer points of the law and 
of court procedure. Until some such 
conclusions as those above set down 
are implied and added, however, the 
article is incomplete; it says nothing 
in particular and says it very well. 

Consequently, faced with criticisms 
oblique in character, it seems necessary 
that I state in a few words the sub- 
stance of my remarks in the October 
Australian Accountant, viz.: 

(a) I sought to show that the ruling 
given in the Kingston Cotton Mills case 
was not based upon imagined stand- 
ards and fallacious reasoning, and also 
that there are times when certificates 
for stock-on-hand must be relied upon. 
(The matter of the certificate’s men- 
tion in the audit report was incidental 
and subordinate to the acceptance 
thereof.) To this end I stressed, if not 
laboured, the meaning and effect of 
the word “opinion” as used in the 
Act. Reference was also made to the 
fact that before the court decides what 
auditing sections of the Companies 
an auditor should have done, in a given 
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case, other prominent members of the 
profession are called to give evidence 
for the guidance of the court in de 
termining the matter of reasonable 
care. Later, in recognition of the nar. 
rower interpretation currently placed 
upon the Kingston Cotton Mills ruling 
it was said: 

(b) Over the years its applicability 
has narrowed but its broad principles 
remain unimpaired. No-one contends 
that an auditor need do no more than 
obtain a certificate covering stock or 
that the dictum justifies casualness in 
the checks it is practice to make; and 

(c) The case of Colmer v. Merrett 
Son & Street (which involved a trader 
in motor cars) shows that where it is 
possible to reconcile stocks with sales 
and purchases, from year to year, it 
should be done. 

Referring first to Mr. Forster’s com- 
ments regarding Colmer v. Merrett Son 
& Street it should be noted that I cited 
this case only because it was illustra- 
tive of the changed and narrower in- 
terpretation currently placed upon the 
Kingston Cotton Mills ruling. As it 
was not of the kernel of my case, | 
did not seek to amplify; yet I do not 
think that anyone, considering (c) 
above, could imply that I quoted Col 
mer v. Merrett as one representing a 
rule of law to the effect that certain 
stocks must be reconciled from year to 
year (the words used are “should be 
reconciled’). I am, and was, well aware 
that the case concerned investigating 
accountants; I am also well aware that 
the judge (despite this) did make re 
marks regarding auditors, as such. 
While not actually saying so, Mr. Fors- 
ter suggests that these remarks can 
be ignored by auditors because they 
do not constitute a rule of law. Until 


they are set aside by a higher court 
ruling, I submit that an auditor ig- 
nores them at his peril. 

I think that stocks of cars in the 
hands of a dealer, flour in the hands of 
a baker, coal in the hands of a mer- 
chant, and valuable articles held by 4 


jeweller, (as illustrations) are all 
capable of an almost exact reconcilia- 
tion from year to year, and I would 
say that an auditor is not doing all that 
can reasonably be expected of him 
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should he fail to make reconciliations 
in these instances. The procedures con- 
frm the limited interpretation now 
placed upon the Kingston Cotton Mills 
ruling but they do not affect its broad 
principles. The case of Colmer v. Mer- 
rett Son & Street was mentioned be- 
cause it is in a slightly different cate- 
gory in that it constitutes a legal 
acknowledgment of current trends. 


It has already been mentioned that 
the object of my article as related to 
stock certificates was to show that 
there are times when an auditor must 
rely upon them—when, for example, 
normal verification procedures are in- 
sufficient, in his expert view, to form 
an opinion that stocks-on-hand have 
been correctly stated. At no time did 
I say that a qualification concerning 
acceptance of a certificate “of itself” 
protects the auditor (to quote Mr. 
Forster). In fact, reference to (b) 


above will show that I was sponsoring 
the opposite view. The main purpose 
of my article purported to explain the 
meaning and effect of the word 


opinion, in the auditing sense, and not 
the meaning and effect of a qualified 
audit report. Consequently, I did not 
feel called upon to go into detail con- 
cerning this matter. Subsequent de- 
velopments, however, compel me to say 
a little more. 


The practice of including such 
qualifications regarding the accept- 
ance of certificates is so general and 
widespread that, if it be true that the 
law follows custom, then there is every 
possibility that we will soon have a 
ruling (High Court) making its men- 
tion compulsory. And it seems safe to 
say that such a ruling will become 
effective much earlier than one holding 
auditors responsible for the physical 
fact and reality of stock-on-hand at 
balance day. Moreover, rule or no rule, 
the cost of a few words in qualification 
of a report is negligible, yet these few 
words may—I believe that they would, 
and all who qualify in this way also 
apparently believe that they would— 
afford a measure of protection in case 
of need. It is true that the point is not 
often raised, the reference made in the 
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case re Liverpool & Wigan Supply As- 
sociation being the only one covering 
it in anything like express terms. In 
“correcting the record”’—by quoting 
Judge Thomas a little more fully— 
Mr. Forster apparently believes that 
the judge’s first statement, “An audi- 
tor is negligent should he rely upon 
statements by directors and fail to 
report this fact to members,” is can- 
celled out by his subsequent remarks. 
I see no reason for the alleged correc- 
tion unless this is his belief. My own 
view is that the extract above is 
general in character and that his sub- 
sequent remark, “I don’t think he 
ought to have accepted the statements 
of a director as to the taking of stock,” 
deals specifically with the case he was 
deciding. To conclude otherwise is to 
conclude that Judge Thomas contra- 
dicted himself. 


It should be noted, too, that the pro- 
cedure advocated herein with respect 
to qualifications concerning stock-on- 
hand is supported in the procedure fol- 
lowed in other ways when an auditor 
stands in relatively the same position 
as he does with stocks: where a com- 
pany has branches, perhaps in differ- 
ent states, it is customary for the 
official auditor to rely upon branch 
auditors as to branch figures, and to 
qualify his report accordingly. Also, 
should a firm undertake extensive al- 
terations, additions and repairs to its 
plant and buildings in the one opera- 
tion, it is impossible for an auditor 
to determine, with any degree of ac- 
curacy, where capita] expenditure ends 
or where revenue expenditure begins, 
this despite a careful examination of 
the records. He therefore obtains a 
certificate (managerial and/or archi- 
tectural) and qualifies his report to 
this effect. In each of these cases the 
auditor’s situation is identical with 
that which applies when he is forced 
to accept a certificate covering stock 
values: if his qualification in the latter 
instance (as to stock values) means 
nothing or affords him no protection, 
neither would it help him in the two 
former matters. 


Accepting the negative view for a 
moment, and following it to a logical 
conclusion, it would mean that the 


95 





AUDITOR AND STOCK 


THE 


official auditor who accepts a branch 
auditor’s certificate can be held pecuni- 
arily liable for the latter’s negligence 
connected with the branch audit. And 
also, in the matter of certain alloca- 
tions between capital and revenue, he 
may be regarded as negligent for no 
other reason than that his technical 
knowledge of building is insufficient to 
enable him to verify the allocation of 
expenses between capital and revenue 
after the work is completed. Obviously 
this is absurd; none would regard the 
official auditor as being in any way re- 
sponsible for a branch auditor’s neg- 
ligence, nor would anyone expect an 
auditor to possess a_ technical 
knowledge of building equal to that 
of a master-builder or an architect. 
Consequently, it is safe to say that 
notification in the audit report cover- 
ing the acceptance of a certificate from 
a branch auditor or one with respect 
to certain allocations between capital 
and revenue (referred to above) can 
be said to mean something. And if 
that is so in these matters, a similar 
notification with respect to stock 
values must also mean something. 


An audit report, containing a single 
qualification covering stock, should 
convey to members the fact that their 
auditor has satisfied himself concern- 
ing every item in the balance sheet 
with the exception of stock-on-hand. In 
this connexion he intimates that he 
has accepted the managing director’s 
certificate. Members have a right to 
assume that the auditor has checked 
such records as are available, in this 
connexion and has found nothing re- 
quiring him to qualify his acceptance 
of the manager’s certificate. But they 
must also realise that the books and 
other evidence are inadequate in some 
way, otherwise he would not qualify: 
if they pass the accounts in general 
meeting they must do so despite the 
auditor’s reservation represented by 
his qualification as to stock values. 


At this point several alternatives 
are available to members: they may 
adjourn for the purpose of having the 
auditor attend for questioning; they 
may refuse to pass the accounts— 
tantamount to a vote of no-confidence 
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in the directors; they may take steps 
to form a committee of inspection; 
they may take steps to have the dires. 
tors removed. 


Consequently, it would seem that 
this discussion crystallises in one main 
question: Does the auditor’s qualifica- 
tion “I have accepted the managing 
director’s certificate as to the value of 
stock-on-hand” mean anything? I be 
lieve that it does. But whatever else 
it is, or is not, it certainly is a qualif.- 
cation and one which concerns stock 
values; as such, it could hardly be said 
to reflect the green light rather than 
the red. Members, realising this, 
should ascertain what it does mean be. 
fore passing the accounts. The report 
does not imply, however, that the audi- 
tor has blandly accepted the certificate 
making no effort to verify the asset; 
members may rightfully infer that he 
has checked all records available to 
him, whatever they may be, and in 
that process has found nothing irregu- 
lar. If he had they have a right to 
expect that his acceptance of the cer- 
tificate be qualified in appropriate 
terms. 


But Mr. Forster remarks in the final 
paragraph of his article: “If there are 
grounds for dissatisfaction as to the 
asset stock-on-hand, then it is the audi- 
tor’s clear duty to convey to members 
in the report, in direct and express 
terms, any information which it is 
thought proper to be communicated to 
them.” An auditor’s qualification, in- 
corporating acceptance of a certificate, 
may be taken as an_ indication of 
grounds for doubt or dissatisfaction. 
In all such cases, if Mr. Forster is cor- 
rect, the auditor should continue his 
examination until he is in a position to 
express himself in precise terms. Itis 
difficult to apply this matter of direct 
and express terms to the audit of a 
small company in which stock control 
and stock records are hopelessly inade- 
quate. In a situation of this kind an 
auditor could, and should, qualify his 
acceptance of the certificate with 4 
statement such as: “The internal check 
imposed upon stocks received al 
stocks issued is inadequate.” But 's 
this direct or express information: 
Hardly; the auditor does not say that 
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the stock figure is overstated or, if it is, 
to what extent; he is not in possession 
of the necessary facts to do so. For 
all he knows, the stated figure may be 
an exact one. In short, the qualifica- 
tion above may mean that the stock 
figure is overstated, or that it is under- 
stated, or that it is exactly stated. This 
could not be called a report given in 
direct and express terms but there is 
little an auditor can do about it. Yet, 
even though he cannot be direct and 
express, an auditor must, in terms of 
the contract existing between himself 
and his clients, report to members and 
make the statements required of him 
by statute—in this case duly qualified 
statements, of course. 


This situation, I think, is probably 
typical of that which the Legislature 
had in mind when the Companies Act 
was drafted—the reason why an audi- 
tor is given the right to address the 
annual general meeting and submit 
verbal explanations concerning the ac- 
counts. The inclusion of this section 
impliedly acknowledges an auditor’s 
inability always to be precise; if such 
is not the position—if it were believed 
that he could always report in direct 
and express terms—then there is no 
apparent reason why he is granted this 
statutory right; it would otherwise 
have been left to members to call the 
— before them only when they 
saw fit. 


These are the matters I had in mind 
when I spoke of “telling the full story” 
and “raising queries in general meet- 
ing” in my October article. But be- 
cause the subject concerned the mean- 
ing and effect of the word “opinion,” 
and not the meaning and effect of a 
qualified auditor’s report, there was no 
reason for their inclusion at the time. 
It should be added, further to the mat- 
ter of direct and express terms, as 
dealt with herein, that a condition es- 
sential to the attainment of this ideal 
Is an impeccable set of books, the build- 
up of which will vary, more or less, 
with every company—a set of books, in 
fact, the scope of which will extend as 
far as costing records. Imagination 
boggles at the thought of the stupen- 
dous task of amending the various Acts 
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to meet this requirement. In the audit- 
ing sense—for the attainment of this 
ideal—existing statutory requirements 
as to books are laughable if not hilari- 
ous. As records go, it is laudatory to 
say that they are still in their em- 
bryonic stages. Moreover, even though 
statutory enactments compass the mat- 
ter of complete and satisfactory re- 
cords, the problem would still not be 
resolved. The accurate valuation of 
stocks comprising fashionable goods 
and novelties, as one _ illustration— 
goods the value of which may fluctuate 
wildly—will effectively preclude the 
auditor always from being direct and 
express, and will force him to retreat 


to the qualification “I have accepted 


the Managing Director’s certificate as 
to the value of stock-on-hand.” 


By way of preamble, Mr. Forster 
observed that professional standards 
do not remain static and that no one of 
us is able to say with certainty what 
standards the courts will adopt in 1957, 
for the reason that, until litigation is 
under way, we do not know what will 
emerge as the consensus of opinion 
with relation to many areas of profes- 
sional work—including verification of 
the asset stock-on-hand. I agree with 
these views. But surely if we are ex- 
pected hazardously to anticipate, and 
have regard for, the unknown tenor of 
possible court rulings of the future, we 
can be guided by the remarks of such 
as Mr. Justice Lush and Judge 
Thomas, made in the past, even though 
they were not enunciating rules of law 
—that is, unless and until these remarks 
are superseded. Remarks made in such 
circumstances may be ignored and 
sometimes are ignored—when they are 
obviously wrong for example—but in 
a general way complete disregard 
thereof, in the absence of higher 
authority, could prove to be a major 
blunder. After all, such remarks are 
almost invariably made after con- 
sideration of evidence given by promi- 
nent members of the accountancy pro- 
fession; because of this they can be 
regarded as offering a guide to the 
trend of professional opinion and, in 
turn, to the tenor of future court rul- 
ings. Both the case of Colmer v. Mer- 
rett Son & Street (1914), and the case 
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re Liverpool & Wigan Supply Associa- 
tion Ltd. (1907), were decided after 
the Kingston Cotton Mills case. I used 
Colmer v. Merrett as an illustration of 
the narrowed interpretation currently 
placed upon the Kingston Cotton Mills 
ruling, and the case re Liverpool & 
Wigan Supply Association to underline 
a condition essential to an auditor’s 
protection should he rely upon a cer- 
tificate not only with regard to stock- 
on-hand but also for every occasion 
when he is compelled to rely upon the 
assurance of others. 

With these points in mind, I find it 
difficult to understand why Mr. Fors- 
ter’s comments include a warning con- 
cerning the dangers of reliance upon 
rulings enunciated sixty years ago 
without having regard to current 
trends in professional opinion. Refer- 
ence to (b) above shows that I was 
careful to mention that the applic- 
ability of the ruling in the Kingston 
Cotton Mills case has narrowed, and to 
(c) that it has narrowed to the extent 
of its now being practice (or at least, 
regarded as practice in some quarters) 
to reconcile stocks-on-hand with sales 


and purchases in certain cases. If ] 
have interpreted Mr. Forster’s com. 
ments regarding Colmer v. Merrett 
correctly, it would appear that I have 
narrowed the Kingston Cotton Mills 
ruling too greatly—that I have over. 
anticipated future court rulings or cur- 
rent professional trends rather than 
having ignored them. 

Concerning Mr. McCredie’s second 
article (December Australian Account. 
ant) I will say very little. Every dis. 
cussion must end somewhere, and | 
feel that sufficient has now been said 
to separate the wheat from the chaff. 
I wish, however, to lodge one objec- 
tion: it was said that the words “only 
an opinion (expert)” may suggest that 
any opinion, however formed, would 
discharge the legal duty. In the first 
place, it was pointed out in my article, 
that the words “opinion” and “reason- 
able care” were applied to men deemed 
expert in the examination of the facts 
and figures which are placed before 
them. And secondly, the article related 
purely to auditing. I think that these 
two factors confine the meaning of the 
phrase to something less than “any 
opinion however formed.” 
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SINCERELY feel very honoured to 

have been invited to give this lec- 
ture at the University of Queensland. 
Iam also pleased that it affords me an 
all too rare opportunity of visiting 
your lovely and hospitable city. How- 
ever, my gratitude to the Australian 
Society of Accountants and the Uni- 
versity for this honour and pleasure is 
tinged with some uneasiness. As you 
know, this lecture is called a research 
lecture, but what I have to say only 
arises from research in this sense: if 
you say what someone else has written 
it is plagiarism, but if you draw your 
material from a sufficient number of 
authors it is research. I am mention- 
ing this not as an excuse or from 
modesty, but because it is important. 
In indicating my willingness to under- 
take this lecture I informed the repre- 
sentative of the Society who extended 
the invitation that I could not under- 
take any original research; to which 
he replied “who can?” As my work on 
the lecture proceeded I became con- 
vinced that the subject chosen was one 
which certainly called for a great deal 
of research, but I still cannot see who 
could carry it out in a worth-while 
manner under present conditions per- 
taining to the profession in Australia 
and education for or in the profession. 


It would be most unfitting for me to 
criticise the Society, and far from 
doing so I express the greatest admira- 
tion for what it has done to raise the 
technical, philosophical and other stan- 
dards of the profession in the short 
Period since its formation. It is sig- 
nificant, therefore, that there is at pre- 
sent a strong trend among leaders of 
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accounting thought in Australia, and 
some visitors from America we have 
been privileged to have, to question the 
bases of accounting practices and our 
approach to education and the develop- 
ment of our understanding of account- 
ing and its functions. Among many 
contributing to this stirring ferment 
which will, I sincerely hope, produce a 
virtual renaissance of the profession 
and its service to the community, I 
would mention our three Australian 
professors, Sir Alexander Fitzgerald, 
R. J. Chambers and E. B. Smyth; Pro- 
fessor W. J. Vatter, a Fulbright visitor 
from the University of Chicago, and 
among practitioners Messrs. N. F. 
Stevens and S. R. Brown. We may not 
always agree with the views of these 
and others or even understand them at 
times, but the Society is to be warmly 
commended for the encouragement and 
publicity it is giving to their demands 
for a new look at accounting and pre- 
paration for its practice and develop- 
ment. 


The fact that we now have three 
Australian professors of accounting, 
whereas three years ago we had never 
had one, symbolises the growing con- 
viction that universities offer the best, 
perhaps the most necessary, scope and 
atmosphere for the development of a 
better founded, more enlightened and 
more useful profession. Only in uni- 
versities can there be found the facili- 
ties, opportunities and mental climate 
necessary for consistent or long range 
research. Accounting will always be 
a practical subject, as practical as medi- 
cine or engineering, and its value to 
the community will always exercise a 
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strong influence on the direction of re- 
search without, I hope, constricting it. 
But in my opinion it is the lack of re- 
search and the research approach 
which is at the root of accounting’s 
shortcomings in meeting the needs of 
business today. 


Accounting and management 

This prologue has been inspired by 
what appears to be a very practical 
and perhaps trite aspect of account- 
ing—its place and functions in man- 
agement. Without considering the 
past or the future or what should be, 
what are the place and functions of 
accounting in management here in 
Australia? I have not been able to find 
an answer or formulate one that does 
not begin with the exasperating phrase: 
“That depends on...” To start with, 
it depends on what sort of accounting 
and what sort of management. You no 
doubt see my desire for research and it 
is needed as much, or perhaps more, in 
relation to management as to account- 
ing. We don’t know what the general 
standards of practice are in account- 


ing and management; and if they are 
low, do the standards of one influence 


the other? Would better management 
demand better accounting? Would 
better accounting improve manage- 
ment? Much has been written and 
spoken, at least over the post-war de- 
cade, about what accounting should do 
for management and how management 
should use accounting services, but 
what impact has it had in the factories 
and the market places? What happens 
when the accountant of the XYZ Com- 
pany, having attended a course of lec- 
tures and read some articles and a book 
on management accounting, decides to 
improve the service his department is 
giving to his management? Perhaps 
his efforts are appreciated and man- 
agement encourages him and makes 
wise use of the more pertinent and 
timely information produced. Or per- 
haps management cannot understand 
the reports he produces and the factory 
manager is suspicious and unco-opera- 
tive because he believes “the new sys- 
tem” is designed to fix the blame on 
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him when things don’t turn out as bud. 
geted. Probably the actual regu 
would be somewhere between these two 
possibilities. 

You may perhaps wonder what value 
could be gained by research on guch 
matters as these and how it could be 
carried out anyhow. I suggest that a 
business is far too intricate an organ. 
ism to react in a predictably favourable 
way to patent medicines or general 
tonics. In each particular case there 
must be sufficient insight to support a 
reasonably sound diagnosis and suf. 
ficient knowledge of the organism, as 
well as the techniques of accounting 
and management, to determine and 
apply an effective cure. I should prob- 
ably apologise to many competent lec- 
turers and authors for the analogy of 
patent medicines, but what is perfectly 
sound in principle and in general cir- 
cumstances may not be effective if in- 
eptly applied, or applied in exceptional 
or adverse circumstances. It may be 
said that the fault lies with the accoun- 
tants of the XYZ Companies in that 
they failed to fully comprehend the 
principles and work out their proper 
application to their own businesses. We 
should know if that is so in many 
cases, and whether the managers con- 
cerned know it is so. A significant 
number of cases where both account- 
ing and management are mediocre 
would be very revealing in relation to 
an ultimate objective of both accoun- 
tancy and management as organised 
professions—greater productivity. 


Better results from accounting 

A reasonable hypothesis from which 
to approach the problem of securing 
better results from the use of account 
ing as an aid to or part of the manage 
ment process would be that education 
—in its widest sense—is needed for 
both accountants and managers. The 
objects of such education should be to 
improve the competence of accountants 
to develop within and for their busi- 
nesses the most useful accounting ser- 
vice to management and the business; 
and to give managers a sufficient com- 
prehension of the concepts, meth 
and potentialities of accounting for 
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them to critically appreciate and make 
the best use of the accounting service. 
This leaves outside the scope of the 
problem the competence of managers 
in other directions. Cases would no 
doubt occur however where manage- 
ment’s competence in human relations, 
for instance, would be relevant to the 
problem. 

On the basis of this hypothesis the 
problem would then need to be defined 
by such enquiries as the following: 

(a) Are known accounting methods 
adequate in all cases and if not 
can new methods be developed 
to meet the needs of manage- 
ment? 

What is the distribution of 

grades of competence among ac- 
countants and managers? 

Is the effectiveness of the ser- 
vice mitigated by: 

(i) lack of comprehension by 
accountants of the opera- 
tions of their businesses; 
lack of understanding of 
management processes by 
accountants; or 
lack of understanding of 
the accounting service by 
managers? 

What methods of education are 
likely to be most effective, 

(i)in improving _ technical 

competence of accountants, 
short range and long range; 
or 

(ii) in correcting conditions, 

where necessary, indicated 
by the answers to (c) 
above, short range and long 
range? 
To what extent are intuitive, 
empirical or rule of thumb ap- 
proaches by managers to their 
tasks responsible for any failure 
of management accounting to 
fulfil its purpose? 

In considering the foregoing presen- 
tation of things to be found out before 
We can assess the state of the profes- 
sion and the task to be done in this 
particular field of practice, one cannot 


(ii) 


(iii) 
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escape the conclusion that a great deal 
of skilled and painstaking work is in- 
volved. It is certainly beyond the 
scope of such an organisation as the 
Society working mainly with part- 
time voluntary efforts by its practising 
members. The question we need to 
consider is: Is it the sort of thing that 
is worth doing? I believe it is and for 
these reasons. 


Firstly I think the more effective use 
of accounting in businesses is vital in 
increasing productivity and fulfilling 
our potential as a profession. We can- 
not wait until a better foundation of 
training brings a new generation of 
more able accountants into the places 
we now occupy. That is important in 
itself as a long range objective, but 
this problem must be attacked now— 
this year and next year. Neither can 
it be assumed that serving up the best 
of overseas and Australian thought, 
methods and experience in standard- 
ised packages will meet the needs on 
the job. It may be that this fare, irres- 
pective of its intrinsic merit, does not 
suit the present needs or capacity of 
our managers in an important number 
of cases. And when we know what 
the situation is in this respect there 
still remains the need to determine on 
a sound basis the methods of education 
which will be most effective for such 
purposes as those suggested in sub- 
paragraph (d) above. 


Secondly I believe a research project 
such as this would yield some very 
rich by-products in the nature of a 
better understanding of the job ac- 
counting and accountants can do for 
management, given the appropriate 
methods and training, and a better 
understanding of what methods and 
training are appropriate. 


Serving management 

You may judge from what I have 
said so far that I am not satisfied that 
accounting has in general achieved the 
place and functions in management 
which it could and needs to fill and per- 
form. I may be wrong, but I don’t 
think anyone at present can prove me 
so. I propose to devote the rest of this 
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paper to some examination of the 
natures of management and account- 
ing, from which may appear some con- 
clusions as to how the use of account- 
ing for management purposes may be- 
come more valuable. It is my belief, 
subject to what hoped-for research may 
reveal, that the rapport between ac- 
countants and managers is generally 
less than satisfactory and if any sug- 
gestion offered here can extend their 
common ground and improve the align- 
ment of their view-points I feel that in 
itself will be worth while and will 
facilitate improvement in the wider 
areas to which I have referred. 

What we are interested in as ac- 
countants when we approach manage- 
ment accounting is the development of 
methods and techniques which will 
serve the management function. My 
impression is that much of the 
material presented—and presumably 
studied—concerning this subject is 
devoted almost exclusively to account- 
ing methods and techniques and deals 
only incidentally or cursorily with man- 
agement. Some remote authority or 
long standing tradition may be pre- 
sumed to have established how man- 
agement operates and what it wants or 
needs in the way of information or 
other services from accounting. To 
illustrate this point, let us consider 
budgeting or budgetary control. 


Budgetary control 

A theory of budgetary control is 
that management, after considering all 
the aspects of the recent results, pre- 
sent position and future prospects of 
the business and its trade, evolves 
plans for its future operations covering 
a convenient period ahead. The finan- 
cial implications of the planned opera- 
tions in terms of revenue, costs, capital 
resources and resultant profit are 
worked out, and a statement is set up 
which reflects in financial terms a sum- 
mary of the operations of the period 
ahead. As the period and the opera- 
tions proceed the actual revenue, costs, 
use of resources and resultant profit 
are recorded and compared with the 
budget. Variations are noted and ex- 
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planations obtained, whereupon man. 
agement takes remedial action, or per. 
haps congratulates itself, or adjusts its 
plans and the budget. 


Is that how it really works? Leay. 
ing out minor and incidental modifica. 
tions to the pattern, how many of us 
have seen budgetary control really used 
by management in that way? This is 
what I have known to happen in bugi- 
nesses which by accepted standards are 
well managed—one of the accepted 
standards being profitability in a com- 
petitive market. The accountant is made 
responsible for preparing a budget. He 
uses great ingenuity and persistence in 
trying to frame reasonable estimates of 
what the costs, revenue and profit will 
be. He may have a committee to help 
arrive at the estimates, or he may get 
information from various executives 
in turn, but he has to fill in or adjust 
many items himself. He seems to be 
the only one capable of grappling with 
any computation of the use of re 
sources and he knows what sort of a 
profit is the minimum that will be re 
garded as “satisfactory” by top man- 
agement. So he produces a budget and 
presents it to top management which 
considers and discusses it with him, 
mainly in terms of whether the bud- 
geted profit is satisfactory and whether 
it is likely to be achieved. 


Thereafter the budget is almost en- 
tirely a matter between top manage- 
ment and the accountant. Variations 
occur and the accountant tries to find 
or suggest the causes. Now and again 
this process gives a lead to manage- 
ment, but mostly the matters raised 
are already known to it, although it is 
interesting to see it reflected in the 
figures. Whether the amount of the 
variation is an accurate measure of the 
gain or loss from the incident con- 
cerned no one can say for sure. There 
may be other factors, some of which 
can be suggested. But management 
agrees that this sort of budgetary col- 
trol is valuable. “It lets us know how 
we are going.” 

The theory which was outlined earlier 
is quite recognisable in the above case, 
but the subtle difference is that as 4 
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mechanism of control the procedure in 
the case is virtually useless. It is a 
procedure for forecasting net profit 
and reporting on operations in terms 
of net profit. Management is obviously 
not relying on it or even using it for 
control. But this does not mean that 
management is not exercising control. 
It undoubtedly is, probably by methods 
entirely outside the scope of the ac- 
counting activities of the business. I 
would suggest that, perhaps uncon- 
sciously, management is rejecting the 
budget system for control purposes be- 
cause it considers other methods more 
effective and it is probably right, with- 
out this being any reflection on the ac- 
countant as an accountant. He is go- 
ing to great pains and some expense to 
give a service to management accord- 
ing to the textbooks when, if he under- 
stood more of the processes of man- 
agement, he would realise that in his 
particular business that particular ser- 
vice was not required or could not be 
used in that form. On the other hand 
the reporting service which was inci- 


dentally being derived from his efforts 
could be more easily given by different 
procedures, such as a monthly trading 
and profit and loss account and periodi- 
cal net profit and financial forecasts. 


I have dealt at some length with this 
example to support and emphasise my 
basis contention that the practice of 
Management accounting requires a 
fairly profound understanding of the 
mental and physical processes of man- 
agement. It should also be noted, how- 
ever, that there are limits to the ex- 
tent to which accounting can modify 
its procedures, language and reporting 
characteristics to suit the management 
it seeks to serve. Accounting has cer- 
tain basic concepts and systems of clas- 
sification and summarisation which 
senior management must comprehend 
to obtain value from the service. When 
the degree of this comprehension is 
low, the accountant is obviously work- 
ing at a disadvantage. Although it is 
by no means necessary for manage- 
ment to have a thorough technical 
knowledge of accounting, it seems to 
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be true for senior managers that, up 
to a point, the greater their comprehen- 
sion of the broad plan and concepts 
of accounting the more use they can 
make of its services. 


Nature of management 

I now wish to consider the nature of 
management, particularly as it affects 
the relationship between accounting 
and management. Management is 
nearly as old as business, and inevi- 
table whenever a few people are em- 
ployed. No doubt this is why it seems 
to have been regarded until fairly re- 
cently as one of those things which 
one was able to do almost naturally, 
like walking, when the circumstances 
required it. Undoubtedly principles of 
government and administration were 
understood and expounded in ancient 
times. Moses introduced delegation 
and decentralisation into his govern- 
ment of the Israelites in the desert. 
But the application of administration 
to business on a large scale for purely 
business purposes only became neces- 
sary to any extent as a result of the 
industrial revolution of the nineteenth 
century—about one hundred years ago. 

Our school history books told us of 
the industrial conditions of that period, 
and in retrospect they seem appalling. 
Trade unionism grew to combat these 
conditions and “political economy” 
sought to explain the motives and be- 
haviour governing the economic activi- 
ties of men. Two things are signifi- 
cant for us in that period; one, that 
owners were the sole and undisputed 
authorities and therefore the managers 
in most businesses; two, that labour in 
all grades was regarded as a com- 
modity like coal, cotton or steel. Man- 
agement organisation and structure 
based on delegation of authority was 
not common. Bookkeepers were a 
variety of labour and the private led- 
ger was private. Accountants were a 
higher grade of bookkeeper who might 
be privileged to respectfully tender 
advice on purely financial issues when 
reviewing the results of a year’s trad- 
ing. But accounting, if recognised, had 
nothing to do with managing a busi- 
ness. 
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Management as an art 


In the century that has passed, as- 
tonishing progress has occurred in 
many directions and the evolution of 
management as an art has resulted 
from influences too numerous and 
varied to trace. Generally these in- 
fluences have been of three kinds; 
economic, social and_ technological. 
Very seldom were their effects isolated 
and their classification is not distinct. 
Thus in the period up till World War 
I competition and business cycles as 
generally economic factors, techno- 
logical changes leading to mechanisa- 
tion and mass production with bigger 
industrial units, and political develop- 
ments arising from the impact of in- 
dustrial expansion on _ society, all 
tended to raise the premium on suc- 
cessful management. By a process of 
natural selection management improved 
without there being much attempt to 
understand it or systematically assist 
its improvement. If there was a philo- 


sophy of management generally applic- 
able to this period it was based on the 


conception that management’s job was 
to carry on the business at a profit by 
overcoming adverse circumstances and 
taking advantage of favourable ones. 


Partly due to the same influences the 
joint stock company developed during 
the same period as the appropriate 
framework of businesses above a cer- 
tain size or where the advantage of 
limited liability had an appeal. (Taxa- 
tion was not yet a common reason for 
incorporation. ) Although company 
organisation tends legally to separate 
ownership from management, it is 
probable that this characteristic of 
companies filled a need in that respect, 
rather than company organisation it- 
self causing the separation. In any 
case it is quite apparent that as the 
proportion of business carried on by 
joint stock companies grew, ownership 
became less significant as the basis of 
authority to manage, except in fairly 
small businesses, and the larger and 
more important areas of business man- 
agement came into the hands of em- 
ployed managers. 
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Between the two world wars the 
most significant influence on manage. 
ment was the depression of 1929.34 
which had a greater effect than any 
previous turn of the business cyele, 
Among the reasons for this were: 

(a) its severity and long continua- 

tion; 

(b) its worldwide nature and the 
interaction on various national 
economies; and 
the fact that adult franchise in 
U.S.A. and most British coun- 
tries as well as some others in 
Europe exerted such pressure 
on governments as to compel 
them to attempt control of, or at 
least relief from, the effects of 
trade cycles. 

The development of Keynesian 
economic thought and of the welfare 
state, which was interrupted in its 
substantial realisation by World War 
II, was no doubt brought about by the 
depression although they had their 
origins much earlier. Management’s 
chief development in this stage was to 
focus attention on the significance of 
the market. In retrospect it can also 
be seen that America’s lead over the 
rest of the world in technology and 
management was greatly increased 
during this period. Although so-called 
scientific management had been con- 
cerned primarily with production, the 
idea of increasing and creating mar- 
kets to absorb greater output at lower 
unit prices was a necessary conse 
quence of more efficient production. 
This idea was in itself important as an 
indication of management’s changing 
attitude to circumstances outside its 
own business organisation. It was pre 
pared to regard market conditions as 
a circumstance over which it could ex- 
ercise some control instead of carry- 
ing on the business more or less sub- 
ject to market conditions as they 
existed. Since control is more effective 
as knowledge increases, market re 
search and analysis grew naturally 
from this attitude. 


(c) 


Recent trends 
It can readily be seen that the climate 
of business that was developing, mainly 
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in U.S.A., between the wars was con- 
ducive to the development and growth 
of management accounting. Manage- 
ment’s constant demand for informa- 
tio on which to base decisions and 
plans, had to be met. Much of the in- 
formation was sought from production 
and engineering sources, but the 
facility of reports in money terms for 
summarising data of various kinds led 
inevitably to the fashioning of account- 
ing records according to the organisa- 
tion of activities. Moreover the ten- 
dency not to accept market limitations 
required the maintenance of a calcu- 
lated relationship between market 
potential and economic production. 
Thus there was a need for more de- 
tailed forecasting and the projection 
in financial terms of proposed opera- 
tions—in other words budgeting. 

To complete this very brief survey 
of the history of modern management; 
World War II and the last ten years 
have been notable for a tremendous 
widening of the area of acceptance and 
influence of earlier developments, in- 


cluding particularly a more conscious 
and objective approach to the under- 
standing and promotion of manage- 


ment as a skilled art. Also the focus 
of management attention has been 
directed to the human and social fac- 
tors in industry and industrial civilisa- 
tion. Despite this widening interest, 
and although management has been 
studied and taught in universities in 
America for over thirty years, there 
are very few universities outside North 
America even now which offer regular 
course facilities for management edu- 
cation or undertake any study or re- 
search in this field. There are none in 
Australia. Nevertheless the importance 
of productivity in achieving business 
results and in maintaining the health 
of our economy, combined with the 
spur of competition, according to its 
sharpness from time to time, have 
created considerable interest in man- 
agement literature and lectures. 


The Australian Institute of Manage- 
ment has done valuable work in this 
field within the limited scope of its 
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organisation, but the only formal train- 
ing of any significance available is at 
the technical colleges of the various 
states. These activities cannot be con- 
sidered an adequate approach to man- 
agement education from the point of 
view of our national needs. That more 
is not being done must be laid at the 
door of the leaders of industry who 
have not yet realised the immense 
value of management training and de- 
manded — and supported—the pro- 
vision of more appropriate facilities. 
It is understandable therefore if ac- 
countants generally have not attained 
much more than a superficial under- 
standing of management, and con- 
versely, if managers have not been suf- 
ficiently taught what to require of ac- 
counting and how to use it. 


The foregoing historical sketch has 
been intended to give some prelimin- 
ary indication from its evolution ef the 
nature of management as practised to- 
day. It is obvious that “as practised 
to-day” means widely varying stan- 
dards in different parts of the world 
and indeed in different businesses with- 
in the same city. However, I feel it 
will be useful to attempt a summary of 
the nature of management without 
specific geographical reference. 


Management today 

Peter F. Drucker in The Practice of 
Management—which I recommend to 
anyone interested in business—com- 
mences the book by saying “The 
manager is the dynamic, life-giving 
element in every business,” and in the 
second chapter describes management 
as the specific organ of the business en- 
terprise, the source and directing 
agency of all its decisions, actions and 
behaviour. Conversely a business en- 
terprise must have a management to 
be alive and functioning and must 
supply economic goods or services as 
the reason for its existence. Business 
commences with a market—a customer 
—and continues while it economically 
supplies a market. Management may 





1. Peter F. Drucker, The Practice of 
Management (London: William Heine- 
mann Ltd. 1955). 
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be good or bad, may operate through 
(or despite) any sort of organisation, 
or fall by default to the most forceful 
person onthe spot at the time, but it 
will exist while a business functions; 
and for good or ill the manager or 
managers will manage or mismanage 
the business in terms of its economic 
purpose. 


Drucker goes on to stipulate econo- 
mic performance as the first function 
of management and its three essential 
jobs as managing the business, manag- 
ing managers and managing workers 
and work. Other classifications of 
functions can be made and the activi- 
ties, organisation and techniques of 
management may be described at 
length, but implicit in what has been 
said is that management is essentially 
an agtive and positive role conditioned 
by an attitude of mind. While man- 
agers frequently engage in business ac- 
tivities which are not management ac- 
tivities, they are inevitably signified 
by the making of decisions about the 
business or some sector of its opera- 
tions. 

The traditional and obvious place of 
accounting in management is in the 
measurement of economic performance. 
It has always been used for that pur- 
pose although doubts now exist as to 
what is economic performance and 
whether the measurements recorded 
are accurate. The tradition of account- 
ing in this respect is so long and firmly 
established that the fact that account- 
ing has in effect set the standards, de- 
vised the units and made the measure- 
ments seems to have escaped notice 
until recently. In some quarters man- 
agement is now beginning to enquire 
whether performance which has been 
shown by traditional accounting meas- 
urements as economic was so in fact. 
Accounting also plays an important 
part in the control aspect of manage- 
ment and in planning to the extent 
that it is able to forecast costs, finan- 
cial position and other financial fac- 
tors on the basis of existing conditions. 
However, it is not my intention to dis- 
cuss applications and techniques which 
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have been fully expounded by many 
authors and lecturers, even if they are 
not so widely or well practised. Ip. 
stead I wish to examine briefly some 
of the characteristics of accounting in 
its present stage of development. 


The accounting process 


Accounting is primarily a method 
of recording the financial aspects of 
business activities. It involves pro 
cesses of classification and summariga- 
tion whereby statements are produced 
to convey meaningful information con. 
cerning a business to various people 
and groups of people both inside and 
outside the business. As a result of 
its evolution it is used to fulfil three 
distinct although overlapping func 
tions: 

1. The control and preservation of 

assets. 

2. Compliance with legal record 
keeping and reporting require 
ments. 

. Assistance to management in 
controlling operations and for- 
mulating policies.? 

To some extent the requirements of 
these three functions are in conflict. 
Thus the control of assets calls for 
continuous historical records wherein 
the conversion of money to assets and 
vice versa can be readily followed. But 
this causes some confusion from the 
point of view of management which, 
although interested in the preservation 
and control of assets, is more concerned 
with their utilisation for the objects of 
the business and hence in their condi- 
tion, appropriateness and replacement. 
The financial aspect of these attri- 
butes of assets is not readily discert- 
ible from conventional accounting re 
cords. Similarly the reports required for 
taxation and statistical authorities treat 
profit and production respectively o 
different footings from those acceptable 
to management. Such conflicts in re 
quirements tend to cause distortion and 
compromise in some areas of account 
ing. 





2. David R. Anderson, Practical Controller- 
ship (Richard D. Irwin Inc., Chicago). 
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These matters have been sufficiently 
discussed in recent accounting litera- 
ture for me to assume your familiarity 
with the issues involved, but not neces- 
sarily your agreement on the solutions 
to the problems. For my purpose I 
shall summarise certain characteristics 
as disabilities which apply to account- 
ing in providing quantitative informa- 
tion for management. Here I am 
treating “quantitative” as a higher de- 
gree of accuracy. Some information 
derived from accounting records (such 
as fixed asset values) is only qualita- 
tive although expressed in numerical 
terms. 


Disabilities of accounting 

These I consider disabilities of ac- 

counting in the foregoing context: 

1, Accounting records are related ex- 
clusively to the financial terms of 
operations. Although such re- 
cords give fairly comprehensive 
cover, this exclusiveness narrows 
the viewpoint. For example, 
operations may have been more or 
less successful according to man- 
agement’s assessment and inter- 
pretation of its market. Account- 
ing offers little help in this field. 
The ability, accumulated experi- 
ence and esprit de corps of its 
executive force comprise some of 
the most valuable components of 
a business, but accounting can 
take no cognisance of them. 

2. Accounting records relate of neces- 
sity to past activities, for only in 
that field can they purport to be 
definite. Of itself, accounting 
does not prognosticate, having no 
method for deriving probabilities. 
It is relevant to the future only 
to the extent that it provides re- 
cords of the past which may, de- 
pending on non-accounting con- 
siderations, be used in making 
forecasts. Accounting statements 
relating to the future are valua- 
tions placed on management fore- 
casts and plans. 

3.To the extent that adherence is 
maintained to the convention of 
Constant money value and the 
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doctrine of conservatism there is 
an uncalculated factor of inac- 
curacy in accounting methods. 

. Because of its use to serve two 
other purposes besides the assis- 
tance of management, accounting 
is not sufficiently flexible. This is 
perhaps most noticeable in that 
original data lose much of their 
identity in processes of classifica- 
tion and summarisation. A system 
of classification oriented to the re- 
quirements of the United Kingdom 
Companies Act of 1948, for in- 
stance, may not be appropriate for 
some management requirements. 
If accounting served the purposes 
of management only it would de- 
velop more of the flexibility re- 
quired by management. 

I must admit that I have concen- 
trated on what seem to me to be limit- 
ing characteristics of accounting. This 
is not to minimise its usefulness which 
those of us who constantly use it for 
the benefit of management appreciate 
very well. But my present task is to 


define its place and functions and the 
process of definition involves describ- 


ing limits. The usefulness of such a 
process in this case is that examination 
of the limits may lead to their expan- 
sion and a consequent increase in the 
area of service given by accounting. 
Similarly in my earlier remarks on the 
nature of management I sought to 
direct attention to its underlying pur- 
poses rather than its routine tasks. 
We know, for instance, that accounting 
can greatly assist management by 
showing cost variances on established 
operations, or by showing the contribu- 
tions made to profit by the sales of dif- 
ferent groups of products. What is 
not so certain is what help, if any, ac- 
counting can give in deciding how 
much should be spent in promoting the 
sale of a new product and how, or 
what is the total cost of a strike, in- 
cluding the cost of lowered morale, ac- 
cording to which of several courses are 
adopted to deal with it. 


Management objectives 
One other point warrants mention 
in relation to the limitations of ac- 
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counting and it is another facet of 
what has just been said. I have quoted 
the term “economic performance”, 
and accounting is prone to measure it 
entirely in terms of net profit and in fact 
to regard the achievement of net pro- 
fit as the principal objective of any 
business. Economic theory of prices 
is based on the concept that “business- 
men tend to maximise profits”, which 
is a harmless proposition as far as it 
goes, and whether its enunciation owes 
anything to accounting I don’t know. 
Modern management, however, cannot 
be understood on such a narrow basis. 
Profit is, of course, a conditioning fac- 
tor in business operations. Not only 
is it necessary for the continued exis- 
tence of a business, it is also necessary 
for its evolution in keeping with its 
environment, whether or not such 
evolution involves growth. But just 
as most people do not choose a job and 
work at it only to get money for the 
things they want, so the manager of a 
business is activated by other motives 
than securing the greatest possible 
profit. Businesses tend to become 
social and economic institutions and 
their significance in the community is 
something which management cannot 
ignore. Without high ethical motives 
or low self interest being involved, 
management frequently decides to 
maintain the service or the character 
of a business, rather than an alterna- 
tive course which would yield more 
net profit, because of the satisfactions 
involved in their relations with the 
business of management, other employ- 
ees, customers and the community. In 
other words there are circumstances in 
which a business is better from the 
point of view of management, em- 
ployees, the public or even the share- 
holders, although it makes less than 
the greatest possible profit. 


In examining the limitations I have 
mentioned they may be grouped in 
three categories: 

1. Those that something can be done 

about within the framework of ac- 
counting. 


2.Those that are intractable } 
methods which could concej 
fall within the present field of g. 
counting, but are susceptable to, 
quantitative approach by othe 
methods. 


. Aspects of management which are 
primarily related to psychological 
and other intangible issues where. 
in at least some of the terms cap. 
not be quantified. 


Accounting limitations 


In the first category, those that ae. 
counting can do something about, fall 
the disabilities related to the conven- 
tions and doctrines of accounting and 
to the inflexibility of accounting. Evan 
if I were able to do so, it is not within 
the scope of this paper to propose in 
technical detail what should be done 
to correct or alleviate these disabilities, 
I do suggest, however, that corrective 
measures have been proposed without 
any significant result in the profession 
so far. I also suggest that the lack of 
results is not due to lack of logical 
merit and practicability in the pro 
posals, but rather to unwillingness or 
inability of the profession and its 
educational foundation to evaluate, de 
velop and apply the proposals. I find 
the logic of proposals to deal with the 
area of problems sometimes called 
“capital erosion” as obvious as the lack 
of logic in the “constant money value” 
convention. Similarly the fund theory’ 
of accounting seems to offer a substan- 
tial improvement in flexibility. 


The second category relating to mat- 
ters beyond the measuring ability of 
accounting but susceptible to other 
techniques of measurement, includes 
the things which are considered beyond 
the scope of accounting, whether or not 
it has the units or method to measure 
them, and future events, where the lack 
is primarily of method. It seems 
strange that accounting, which depends 
on mathematics for its processes, has 
made such limited use of this science. 
Suggestions have been made _ that 





38. See W. J. Vatter, “The Fund Theory of 


Accounting”, Australian  Accountanl, 


March, 1956. 
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statistical method should be used in 
some phases of accounting and audit- 
ing, but there is no significant body of 
practice involving extensive use of 
statistical method in accounting for 
management. That management has 
needed a more comprehensive measur- 
ing service than accounting has been 
able to provide is shown by its in- 
terest in operations research. This re- 
cent development in the management 
service field uses an approach de- 
veloped during the war whereby the 
whole field of science, whether im- 
mediately related to the problem or 
not, was explored in solving operational 
problems. It has, since the war, been 
successfully applied to business prob- 
lems in the marketing and production 
fields for instance. Although opera- 
tions research depends for much of its 
success on the breadth of its approach, 
it is significant that the application of 
mathematics, both to data already 
available and data produced by the 
application of other sciences, has re- 
sulted in the production of information 
or conclusions which have been im- 
mediately usable by management. 
I do not suggest that account- 
ing could or should aspire to the type 
of service operations research can give. 
But it can borrow from its approach 
and method and co-operate with opera- 
tions research in the service of man- 
agement, instead of being passed over 
because, as one author on the subject 
has said, “traditional reporting and ac- 
counting systems are designed mainly 
to justify past actions, rather than to 
serve management, except by infer- 
ence, in current and future planning”.* 

The third category of limitations, re- 
lating to matters wherein at least some 
of the factors cannot be quantified 
covers for the most part the human re- 
lations and philosophical aspects of 
management. The disability of ac- 
counting to assist management in this 
area is only mentioned to be recog- 
nised, and recognition is important be- 
4. Ellis A. Johnson, Operations Research for 

Management (Ed: McClosky & Trefe- 


then), Introduction p. xx; Baltimore: 
Johns Hopkins, 1954. 
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cause it is necessary for the proper 
functioning of the accounting service. 
No matter how well oriented and effec- 
tive it is, accounting cannot present all 
the information necessary for manage- 
ment decisions. This recognition will 
help to prevent accounting from usurp- 
ing the functions of menagement and 
assist it in understanding the perspec- 
tive of management wherein the infor- 
mation it provides is to be used. 


Controllership 

Before proceeding to summarise my 
remarks and draw such conclusions 
from them as seem warranted, I feel 
that some reference should be made to 
the controllership function as it exists 
in America. This function as you 
know includes accounting and relates 
particularly to the use of accounting 
for management purposes. But it fre- 
quently extends further than that and 
becomes something of a general staff 
service to management, covering such 
activities as the financial management 
of the business and a control and co- 
ordinating agency which not only sup- 
plies and interprets accounting reports 
but investigates physical causes and 
possible remedies or operational modi- 
fications on behalf of management. 
For a concise and realistic description 
of the controller function I refer you 
to a paper by Professor W. J. Vatter 
published in the April 1956 issue of 
The Secretary (Australian edition). 

Whether such a function exists in 
the general pattern of organisation of 
Australian businesses, or whether it 
should be developed if it does not exist, 
are questions I shall leave you to ex- 
amine. Although accounting is most 
frequently the basis and origin of the 
controllership function it is oriented 
more towards management than to- 
wards accounting, so that it tends to 
become part of management techni- 
que although not exercising the author- 
ity or carrying the responsibility of 
management. I have therefore con- 
fined my attention to accounting, which 
is part of controllership where it exists, 
but I recognise that the development 
of accounting along the lines I have 
suggested or inferred would facilitate 
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the establishment of the controllership 
function at the third level, as pro- 
pounded by Professor Vatter. 


Summary and conclusions 

To summarise, I have suggested that 
the relationship between accounting 
and management in Australia is not 
as fruitful as it might be in compari- 
son with standards overseas, particu- 
larly in America. Enquiry in the 
nature of research is warranted to see 
to what extent this is so and whether 
it is due to shortcomings of accounting 
or management or both. If such short- 
comings are revealed, as I believe they 
would be, research should be directed 
to ascertaining their nature and the 
training and educational problems in- 
volved in correcting them, both im- 
mediately and for the future. I be- 
lieve the need for such research is om- 
portant, in the first place, because of 
our individual and collective needs to 
improve productivity, and secondly be- 
cause the insight into management ac- 
counting and its task in Australia 
would carry considerable long range 
benefits. In the absence at this time 
of such research my further observa- 
tions and comments are somewhat ten- 
tative. 

Management accounting demands a 
fairly profound understanding of man- 
agement and the operations of the busi- 
ness by the accountant, and some ap- 
preciation of accounting concepts and 
the potentialities of management ac- 
counting by managers. Management 
has had considerable and accelerating 
development over the last century, with 
America leading, particularly in man- 
agement education, and Australia well 
back in the field. Like a moth emerg- 
ing from a cocoon management has as- 
sumed a different character from the 
lethargic caterpillar that preceded the 
industrial revolution. Instead of being 
a part of personal ownership or 
individual responsibility, proceeding 
largely by trial and error, it has be- 
come a skilled art or profession with 
its own methodology and philosophy, 
operating in a highly developed and 
mechanised industrial civilisation. 
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Accounting, which has always had 
an association with management, hag 
responded to a useful degree to the 
changing requirements of ma 
ment, but it has inherited in its evolp- 
tion some disabilities which limit the 
guidance and stimulus it can give to 
management. Some of these disabili- 
ties appear to be inevitable, but up to 
the present accountants as a profession 
have not made much progress in reduc- 
ing the others. 

The reasons for this may include 
conservatism or inertia and the lack of 
a sufficient educational] foundation to the 
profession, but lack of adequately con- 
ceived and sustained research are the 
most direct causes of lack of progress. 

I submit to you the following con- 
clusions: 

1.If accounting is to maintain a 

valued and honoured place in the 
assistance of management, its 
basis of knowledge and _ under- 
standing must be substantially im- 
proved and widened. This implies 
more comprehensive education and 
sustained and active research. 

. Universities undoubtedly offer the 
best facilities for developing the 
kind of education and encouraging 
and directing the research which 
are needed. 

. Management in Australia has an 
even greater lack of educational 
foundation than accounting, and 
could benefit quite as much from 
research. There would be definite 
advantages in association of edv- 
cation and research for account 
in with those for management. 

. These needs are very relevant to 
to the future economic and social 
welfare of Australia. Techno 
logical advances increase the de 
mands on management and much 
of the benefit of such advances will 
be lost if management fails t 
meet those demands. There is a! 
obligation, commensurate with the 
potential benefits, for industry 
and governments to ensure that 
the resources are available for 
universities and other organis@ 
tions to undertake these tasks. 
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At the Port Pirie Works of 
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Total Remuneration.—Appropriate to the qualifications and experience of the successful 
applicant, but with a minimum of 
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PRICE: 15]- (Post free) 
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ESTIMATES, COSTS AND APPRAISALS 
IN THE CONSTRUCTION INDUSTRY 


J. D. SEYFORT, F.A.S.A. 


N THE construction industry costs 

are usually estimated before con- 
struction is undertaken; they are nor- 
mally recorded in the course of con- 
struction; and, in special circum- 
stances, they may be appraised or 
assessed after construction has been 
completed. The recording of costs is 
the work of accountants. Most ac- 
countants are familiar with the process 
of estimating, although the preparation 
of estimates is usually undertaken by 
engineers or architects or their assis- 
tants; they are less familiar with the 
process of appraisal. 


Starting from the premise that in 
ideal conditions—conditions which can 
never be realised—the estimate, the 
cost and the appraisal are equal to each 
other, and then following the lines of 
their divergence in various circum- 
stances, some interesting facts regard- 
ing the nature of the processes which 
produce these statements and the value 
of their products are discovered. 


The primary use of an estimate is 
as a basis for tendering; then, when 
a tender has been accepted, the esti- 
mate can be used for budgeting and, 
to the extent that it is broken down 
Into parts, for measuring construction 
ficiency during the course of con- 
struction. Its use for both these pur- 
poses is somewhat stultified by de- 
fciencies in the methods which are 
available to the estimator. The 
further the estimator progresses from 
the tangible, the less reliable is the re- 
sult of his work. Material costs can 
be estimated with a far greater degree 
of certainty than labour costs. If com- 
pleted drawings and specifications are 
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available, quantities taken off them and 
priced should equal the costs subse- 
quently incurred if the materials were 
bought at the prices allowed for and 
used as intended. Labour and equip- 
ment operating costs can only be esti- 
mated on the basis of approximate past 
performances, which does not preclude 
experimental performances under time 
study. The degree of certainty that 
can be achieved in the estimation of 
administrative costs is not great. Rise 
and fall clauses are commonly included 
in contracts to cover price and wage 
rate variances and the estimator pro- 
vides in his estimate for contingen- 
cies. 


Conversely to estimating, appraisal 
or assessment of cost is made after 
completion of the contract in whole or 
in part. 

Appraisal of the cost of a completed 
project would be made only in special 
circumstances. Accounts might not 
have been kept in sufficient detail or 
with sufficient accuracy, or they may 
not be available to the person desiring 
to ascertain value. 


In ordinary circumstances appraisals 
are made of partly completed work for 
the substantiation of claims for pro- 
gress payments; and they can be used 
for the measuring of construction ef- 
ficiency. Their use for the former pur- 
pose is familiar to accountants, who, 
when presented with claims, seek the 
certification of an engineer or other ex- 
pert that work at least to the value of 
the amount claimed, having regard to 
the contract price, has been performed. 


The methods which are available to 
the appraiser vary little from those 
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which are available to the estimator. 
If drawings, to which structures con- 
form, are available, the materials can 
be taken off them and priced. If draw- 
ings are not available, the quantities 
contained in the structures must be 
surveyed and valued. The costs of 
labour and equipment operation can be 
appraised on the basis of approximate 
past performances. In a period of 
changing prices and wage rates the 
amounts paid for materials and labour 
cannot be established with any cer- 
tainty. Overhead cost is as difficult to 
appraise as it is to estimate. Just as 
the estimator can have no certain 
knowledge of things that will happen, 
so the appraiser, inside the limits of 
his methods, can have no certain 
knowledge of things that did happen. 


There are short-cut methods for 
both estimating and appraising, but 
these, except as a result of coincidence, 
would produce greater divergences 
from the actual costs incurred and may 
therefore be ignored in the comparisons 
here attempted. 


Appraisals of partly completed work 
must have regard to the contract price 
or to the estimate. They must there- 
for be based upon the percentage of 
physical completion. Depending upon 
the nature of the work, either the per- 
centage of completion is determined 
and the partly completed work ap- 
praised at that percentage of the con- 
tract price or estimate; or the quan- 
tities of materials placed are deter- 
mined and extended at the unit costs 
contained in the estimate. If esti- 


mates are broken down into constry:. 
tion sub-units, and cost accounts, which 
correspond to those sub-units, are get 
up, the amounts ascertained by the 
appraisal of work in progress can be 
compared with the actual costs jn. 
curred and recorded. Weekly or 
monthly reporting of progress com. 
pared with cost enables control to be 
exercised over construction efficiency, 
Resort can be had to standard costs for 
prompt reports covering short periods 
of operation. 

Reports prepared for this purpose 
show clearly the relationship between 
estimates, costs and appraisals. Figure 
1 is an example. 

In this example item No. 3.1 shows 
ideal results. 

Cost to date of No. 3.2 exceeds esti- 
mated cost by £1,000 or 20 per cent. 
It is practicable, where contracts con- 
tain rise and fall clauses, to divide 
costs into base costs and extra costs, 
Thus the increased cost of work done 
on No. 3.2 might be shown to be due 
to a rise in material prices. This 
method of cost recording has two ad- 
vantages: preparation of claims under 
rise and fall clauses is facilitated and 
measurement of construction efficiency 
is not obscured by abnormal or ex- 
traneous matter. On the other hand 
the increased cost of No. 3.2 might be 
due to inefficiency in the use of material 
or labour or equipment. Estimates 
and costs of sub-units can be sub 
divided into material, labour, equip- 
ment operation, etc., so as to reveal the 
variant element. 

Cost of No. 3.3 is less than estimated 
cost for 10 per cent. of the work re 
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quired to be done. The large dis- 
erepancy between the appraisal of 
work done and the cost incurred could 
indicate either that the percentage of 
completion was too small to permit an 
approximate appraisal, or that there 
has been an error in costing. 

It is also practicable, if not usual, 
to open an account for contingencies 
and to charge costs so provided for to 
that account. The last item in Figure 
1 illustrates this—£900 ffor, say, 
material damaged by flood. 

The above analysis of an imaginary 
set of figures is not exhaustive. It is 
intended merely to illustrate the ap- 
proach to the interpretation of such 
figures. 

At this point some conclusions may 
be drawn and summarised as follows: 

1.Comparison of estimates with ap- 

praisals, because of the similarity 
and limitations of the methods 
which are available for their 
production, can serve no useful 
purpose. Discrepancies can only 


reflect differences of opinion in 
the application of those methods, 


which, because of their nature, are 
indefinite in their results. 

2.It is only by comparing (i) esti- 
mates, or (ii) appraisals, which 
are based on estimates, or (iii) ap- 
praisals, which are of the nature 
of estimates, with costs that con- 
struction efficiency can be meas- 
ured and controlled for a financial 


purpose. 


The usefulness of appraisal-cost com- 
parisons of the kind described is pro- 
portional to the accuracy with which 
estimates are prepared, appraisals 
made and costs recorded. The posi- 
tion in this regard is similar to the 
position under standard-cost account- 
ing systems: if the standards set are 
not appropriate, the variances in the 
methods recorded have little signifi- 
cance. So, because of the deficiencies 
in the methods which are available to 
the estimator, the usefulness of ap- 
praisal-cost comparisons may be re- 
stricted to the area of direct costs, em- 
bracing material, labour and, subject 
to the system of accounting used, 
equipment operation. 

On a large project the entire capital 
cost of equipment may be included in 
the estimate and the proceeds of sale or 
valuation on transfer at completion of 
the project treated as revenue; or de- 
preciation based on estimated usage 
may be included in operating costs. 
Cost recording must follow the method 
used in estimating to enable compari- 
sons to be made. 

There is no question of dwelling upon 
the results of appraisal-cost compari- 
sons, although such comparisons can be 
prepared with sufficient promptness 
for the taking of significant action, in 
order to change inefficient operating 
methods. Other systems of control 
exist; but in the final analysis the 
merits of operating methods can only 
be ascertained when their costs are de- 
termined. 
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CULFENE PLOHLEMS discussed in overseas joun 


Management accounting 

R. C. Perry, in the N.A.C.A. Bulle- 
tin, October, reviews the various tech- 
niques of cost accounting and control, 
and discusses their usefulness to man- 
agement, particularly at the foreman 
and supervisory level. 

In Accounting as an Aid to Manage- 
ment, The Accountant, October 6, 
Basil Smallpiece refers to his experi- 
ences of accounting in the light engin- 
eering, pottery and air transport in- 
dustries, and outlines conclusions based 
on these experiences. 


Case studies in management account- 
ing 

An unusually comprehensive case 
study in financial planning and control 
appears in the October issue of the 
N.A.C.A. Bulletin, in which five ex- 
ecutives of the Minnesota Mining and 
Manufacturing Co. describe various 


aspects of financial management at 


“3M”. Dr. C. W. Walton opens the 
symposium .with a description of the 
relationship between top management 
and divisional management; C. A. Kel- 
ley deals with sales forecasting, pric- 
ing, and direction of sales effort. R. L. 
Poskitt discusses financial control 
over research and development, and 
R. N. Wolfe describes financial control 
of manufacturing operations and the 
organisation of “profit improvement” 
programmes. E. H. Anderson de- 
scribes the part played by the divi- 
sional controller, and the symposium 
concludes with a report of the confer- 
ence discussion on the five papers. 

In the same issue, P. J. McCullagh 
describes a standard cost system for a 
frozen-meals manufacturer, and R. C. 
John advises on Accounting for Finan- 
cial Control in a Professional Stock 
Theatre. 

George J. Staubus, The Controller, 
October, Quantitative Analysis for In- 
vestment Decisions, makes some inter- 
esting observations on the problem of 
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Notes prepared by members of th 
teaching staff in the Department of 
Accounting, University of Melboury 


how to treat interest cost when con. 
sidering a comparison of alternative 
courses facing management. He shows 
how computations of projected costs 
and revenues can materially assist in 
deciding between two possible avenues 
of approach, but he believes that no 
matter how much quantitative infor. 
mation is available, judgment will al. 
ways be of great importance. 


Measurement of productivity 
Malcolm S. Sutherland, A Report on 
Techniques Leading to Control and 
Measurement of Performance, Cost and 
Management, October, outlines the his- 
torical development of the budget asa 
technique of control, and then intro- 
duces and briefly explains how the 
overall performance of a concern can 
be measured by using the technique of 
“value added in manufacture”. “Value 
added” is the excess of the sales value of 
production over the material and power 
costs and represents the “fund” from 
which wages and salaries, as well as 
income tax and dividends, can be paid. 


Textile cost accounting 

A description of the practical appli- 
cation of textile cost accounting is 
given by D. Mayman, Textile Cost Ac- 
counting in Practice, in The Cost 
Accountant, October. The five funda- 
mental points discussed are the appli- 
cation of flexible budgetary control and 
standard costs on an operation cost 
basis, the integration of cost and finan- 
cial accounts, the regular and early 
presentation of information, the effec 
tive use of information, and the carry- 
ing out of special cost investigations. 


Receipts 

A short article by Angus MacBeath, 
The Accountants’ Magazine, October, 
asks Are Receipts Really Necessary: 
After naming a firm which follows the 
practice of informing those to whom it 
sends a cheque in settlement of a2 
amount due that no receipt of aly 
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kind is required, he discusses his query 
with regard to cash payments, payment 
by cheque, the position of the payer 
and the influence of the auditor. His 
final conclusion is that the practice is 
not likely to become general, but that 
it will probably continue to extend 


gradually. 


Return on investment 

Three articles in the N.A.C.A. Bul- 
letin, October, deal with various as- 
pects of return-on-investment analysis. 
G. W. Frank shows how return on in- 
vestment may be calculated for each 
product, by allocating or apportioning 
investment in the same way as over- 
heads are customarily allocated and ap- 
portioned. O. Kutvirt claims that this 
does not go far enough, and proceeds 
to calculate return on investment for 
each operating unit, by apportionment 
of the sales dollar among all the de- 
partments contributing to each pro- 
duct. W. G. Livingstone discusses the 
use of return-on-investment analysis in 
evaluating proposals for capital expen- 
diture. 

In an article entitled The Relation of 
Invested Capital to Profit, Daniel M. 
Sheehan, The Controller, October, 
studies the subject in four phases: (a) 
from the standpoint of a company 
overall; (b) from the standpoint of an 
operating division of a company, 
organised on a divisional basis; (c) 
from the standpoint of the return on 
Investment in each product of the com- 
pany; and (d) the estimated rate of 
return on proposed projects covering 
new or expanded facilities. The author 
deals in detail with each of these 
phases and concludes by suggesting 
that the use of return on investment as 
a basic factor in planning the opera- 
tions of a company serves first, as a 
guide to the efficiency of current opera- 
tions as compared with past periods 
oa division and company-wide basis; 
second, as a yardstick for measuring 
the budget of operations for the com- 
Ing year against past years, again on a 
division and company-wide _ basis; 

rd, as a basis for establishment of 
telling prices and arriving at plans to 
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increase returns on individual pro- 
ducts; finally, as a means for apprais- 
ing the adequacy of expected return on 
contemplated new and expanded facili- 
ties. 
Statistics 

Two articles in the October issue of 
the N.A.C.A. Bulletin deal with appli- 
cations of statistical theory. A. L. 
Hart suggests that probability theory 
may be useful for distinguishing sig- 
nificant variations in unit cost from 
non-significant chance fluctuations, as 
well as for controlling the incidence 
of clerical error in routine office work. 
J. C. Stephenson advocates wider use 
of the control chart technique as a 
means of improving quality and re- 
ducing inspection of manufactured 
parts. 
Mergers and reorganisations 

Clarence Crocheron, The Controller, 
October, discusses the part which the 
appraisal expert plays in corporate 
mergers and reorganisations. He deals 


in detail with such appraisal services 
as valuation of capital stock, survey of 
depreciation, valuation of plant, inven- 
tory and valuation of property, ap- 


praisal for insurance purposes, etc. 


Professional ethics 

The Accountant, October 13, 20, 27, 
and November 3, contains a reprint of 
the paper on professional ethics de- 
livered by D. V. House at the tenth 
summer course of the Institute of 
Chartered Accountants in England and 
Wales. Mr. House deals in particular 
with types of conduct which the Insti- 
tute has held to be discreditable to a 
member. 
Accounting service to farmers 

In an article entitled Advising the 
Farmer, in The Accountants Journal, 
(London), October, Arthur Jones and 
S. V. P. Cornwell discuss the part that 
can be taken by practising accountants 
to provide information which will be of 
managerial assistance to farmer clients, 
and indicate weaknesses in their 
farm organisation, thus providing the 
National Agricultural Advisory Service 
with greater opportunities to realise 
its potentialities in bringing farms to 
more efficient levels of production. 
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Australian Society of Accountants 


ELECTION OF DIVISIONAL COUNCILLORS AND AUDITORS 


The attention of members of the Australian Society of Accountants is 
drawn to the following by-law regarding the election of Divisional 
Councillors and Auditors: 

“No person shall be elected to the office of Councillor or Auditor 
of a Division unless he shall have been nominated for such office. Every 
nomination shall be in writing signed by two members and the candi- 
date and shall be lodged with the State Registrar of such Division twenty 
eight days before the ordinary general meeting of such Division. 

“PROVIDED that a retiring member of the Council and a retiring 
Auditor shall be deemed to have been nominated for re-election at the 
annual general meeting at which his office terminates unless prior to 
such meeting he notifies the State Registrar in writing that he does 
not seek re-election.” 

The following Councillors and Auditors are due to retire at the 


next annual meetings of the Divisions as set out hereunder :— 
Victoria: 

Councillors: Messrs. V. L. Gole, E. A. Peverill, C. K. Davies and 
J. Wallace Ross. 

Auditor: Mr. T. L. Coleman. 

Date of meeting: 20 March 1957. 

New South Wales: 

Councillors: Messrs. A. E. Dent, C. R. Hicking, C, M. Orr and 
F H. Talbot. 

Auditor: Mr. H. C. E. Wilson. 

Date of meeting: 26 March 1957. 

Queensland: 

Councillors: Messrs. R. A. McInnes, E. N. Ham, R. E. Iliff and 
E. W. Heindorff. 

Auditor: Mr. L. T. N. Crawford. 

Date of meeting: 27 March 1957. 

South Australia: 

Councillors: Messrs. L. G. Bushby, G. F. Seaman, L. H. Duncan 
and L. A. Braddock. (Mr. L. G. Bushby is not seeking 
re-election). 

Auditor: Mr. E. H. Burgess. 

Date of meeting: 29 March 1957. 

Western Australia: 

Councillors: Messrs. W. B. Fyfe, J. M. Groom, C. G, Hammond 
and W. N. Morrison. 

Auditor: Mr. C. A. Hendry. 

Date of meeting: may be ascertained from State Registrar. 

Tasmania: 

Councillors: Messrs. H. H. Cummins, Q. McDougall, J. G. Cooper 
and M. J. Jillett. 

Auditor: Mr. L. L. Hibbard. 

Date of meeting: 27 March 1957. 
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NEWS AND NOTES 
VICTORIAN DIVISION 


Disciplinary Committee 

The Disciplinary Committee of the 
Victorian Divisional Council consider- 
ered a complaint against a member 
who was charged with a breach of 
Article 29 (0). 

The member had signed a report on 
the audit of a trust account and had 
failed to call attention to the fact that 
there was a substantial cash deficiency, 
although it was apparent that he was 
aware of this position. 

He was found guilty and his mem- 
bership of the Society was declared 
forfeited. 


Personal 

Mr. Allan J. Irwin, F.A.S.A., has re- 
linquished his position as Accountant 
to the Equity Trustees Company, to 
commence practice as a public accoun- 
tant. 


Mr. Paul Breier, A.A.S.A., has com- 
menced practice as a public accountant 
at 4 Vanberg Road, Essendon. 


Obituary 

Divisional Council notes with sin- 
cere regret the death of the following 
members: Messrs. W. C. J. Connors, 
R. J. Donovan, E. de Ferranti, M. G. 
Jones, L. J. Linklater and E. G. Whale. 


NEW SOUTH WALES DIVISION 


Members’ luncheon 

Three hundred and sixty members 
attended the Christmas luncheon held 
at the Trocadero on Wednesday, 12 
December. The guest speaker was the 
newly elected Lord Mayor of Sydney, 
Alderman H. F. Jensen, who gave a 
brief outline of the plans of his Coun- 
cil for the coming year. 
_ The State President, Mr. Cupit, was 
in the chair and the following repre- 
sentatives of kindred Institutes at- 
tended: Messrs. C. R. Kelynack (Insti- 
tute of Chartered Accountants in Aus- 
tralia), E. A. Burley (Chartered Insti- 
tute of Secretaries), and R. F. Jarman 
(Australasian Institute of Cost Ac- 
countants) . 

A vote of thanks to the Right Hon- 
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orable the Lord Mayor was moved by 
Mr. W. P. Henson. 


District groups 

Following the resolution of General 
Council at the Brisbane meeting, which 
authorised the formation of District 
Groups by Divisional Councils, the 
State President and State Registrar 
visited Albury, Cooma and Wagga in 
November and December, to discuss 
with members resident in those towns 
the desirability of forming District 
Groups. 

At the December meeting of the 
Council, resolutions which had been 
passed by members at meetings held in 
the three towns were received. Author- 
ity was given for the formation of the 
three District Groups and the follow- 
ing members were appointed to the 
respective committees: 

Albury: Mr. R. M. Twomey (Chair- 
man), and Messrs. J. W. Axtens, F. T. 
Munro, D. J. Russell and Miss M. E. 
Spence (Local Representative) ; 

Cooma: Mr. A. J. J. Daffy (Chair- 
man), and Messrs. C. E. R. Allison, 
R. C. Jepsen, R. J. McLeod and D. 
Whitecross (Local Representative). 

Wagga: Mr. W. H. Stillman (Chair- 
man), Messrs. A. L. Baker, M. T. 
Pumpa, R. S. Watt and Mr. H. W. 
Sutherland (Local Representative). 


Personal 

Mr. J. E. Hannan, A.A.S.A., has 
been appointed Accountant to the Life 
Branch of the Legal and General As- 
surance Society in Australia. 

Messrs. Adams and Gosling advise 
that they have dissolved partnership as 
from 1 January 1957. Mr. J. E. 
Adams, A.A.S.A., will continue in prac- 
tice at 477 High Street, Penrith, and 
Mr. D. M. Gosling, A.A.S.A., A.C.A.A., 
will practise at Lynch Street, Young. 

Mr. G. H. Petersen, A.A.S.A., has 
been appointed Director of Operations 
for the Australian activities of W. D. 
Scott & Co. 

Mr. B. L. Horsley, A.A.S.A., has 
been promoted to the rank of Major in 
the Citizen Military Forces and has 
been appointed Officer Commanding 2 
Division Ordnance Field Park. 
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NEWS AND NOTES 
SOUTH AUSTRALIAN DIVISION 


Mr. L. G. Bushby 

At a meeting of the Divisional Coun- 
cil held in December, the resignation of 
the Honorary Treasurer for the Divi- 
sion, Mr. L. G. Bushby, was accepted 
with regret. Mr. Bushby was first 
elected to the South Australian Board 
of Advice of the former Federal Insti- 
tute of Accountants in 1942, and was 
State Chairman of the Board of that 
Institute from 1950 to 1952. He was 
a member of the Federal Executive of 
the Federal Institute at the time of the 
formation of the Australian Society of 
Accountants. 

The Divisional Council has decided 
to place on record the wonderful ser- 
vices given by Mr. Bushby to the 
organised accountancy institutes, and 
to the accountancy profession. 

Mr. Bushby was recently appointed 
Manager of the Executor Trustees & 
Agency Company of South Australia 
Limited. 

Owing to an early press date, it was 
not possible to publish this note in the 
January issue. 


Institute of Chartered Accountants 

On Friday, 14 December, members 
of the Divisional Council were enter- 
tained by the State Council of the In- 
stitute of Chartered Accountants at 
an informal gathering held at the 
Chamber of Commerce Board Room, 
Grenfell Street, Adelaide. 


Activities, 1957 
The South Australian Divisional 

Council has arranged the following pro- 

gramme for the year 1957, details of 

which have been forwarded to mem- 
bers prior to the date of this issue: 

February 27: Bowls evening—Ken- 
sington Gardens Bowling Club. 

March 29: Annual meeting and smoke 
social. 

May 31 to June 2: Week-End conven- 
tion—Victor Harbour. 

June: Annual golf match with the In- 
stitute of Chartered Accountants in 
Australia. 

July: Annual research lecture. 
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July 1 to 5: Paid series of lectures, 
August, September, October: Film 
evening, two lectures. 


Bowls evening 

The Divisional Council wishes to 
draw your attention to the bowls evening 
which will be held at the Kensington 
Gardens Bowling Club on 27 Febrv. 
ary, and requests those interested to 
communicate with the State Registrar 
immediately. A tear-off slip for the 
purpose of notification was attached to 
the notice forwarded to members on 
14 January. 


Annual general meeting 

Members are also reminded that the 
annual meeting and smoke social will 
be held at the Myer Apollo Dining 
Hall on Friday, 29 March 1957. 

A further notice concerning this 
function will be forwarded together 
with the annual report not later than 
8 March. 


1957 week-end convention 

Arrangements are now in hand for 
the week-end convention to be held at 
Victor Harbour from 31 May to 2 
June. Broadly, the programme will 
follow along the same lines as the 1956 
convention at Port Pirie. The Gro 
venor Hotel will be taken over for the 
week-end, and additional accommoda- 
tion has been reserved at the Hotel 
Crown. 

Members are requested to keep these 
dates in mind pending the issue of 4 
programme covering this activity. 


Honorary treasurer 

fr. D. P. Williams, F.A.S.A., has 
been appointed Honorary Treasurer to 
the South Australian Division vice Mr. 
L. G. Bushby who resigned in Novem 
ber 1956. By virtue of this appoiit 
ment, Mr. Williams becomes a member 
of the Executive Committee of the 
Divisional Council. 


Personal 

Mr. R. L. Mathews, B.Com, 
A.AS.A., Reader in Commercial 
Studies at the University of Adelaide, 
and a member of the South Australiat 
Divisional Council, attended the col 
ference of the Australian and New 
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NEWS AND NOTES 


Jealand Association for the Advance- 
ment of Science in Dunedin in January, 
and delivered a paper prepared by him- 
self and Mr. J. M. Grant, A.A.S.A., of 
the Economics Department of the Uni- 
versity of Adelaide. The subject of 
the paper was Accounting Conven- 
tions, Pricing Policies and the Trade 
Cycle. 

Mr. Arthur Shepherd, A.A.S.A., of 


the Physics Department of the Uni- 
versity of Adelaide also attended the 
conference at Dunedin as the delegate 
of the Astronomical Society of South 
Australia. 

Mr. D. G. Fisher, F.A.S.A., has been 
appointed Manager of the Mutual Hos- 
pitals Association of South Australia. 

Mr. T. J. Sellars, F.A.S.A., has re- 
cently been appointed to the position 
of Garden Suburb Commissioner. 


Australian Accountants Students’ Society 


SOUTH AUSTRALIAN DIVISION 


Christmas Social 

The annual Christmas Social of the 
Society was held on 12 December in the 
Ex-Navalmen’s Association Rooms, 
Peel Street, Adelaide. Thirty mem- 
bers, including representatives of the 
Divisional Council of the Australian 
Society of Accountants, attended and a 


Australasian Institute 


VICTORIAN DIVISION 


Presentation to life members 


Three of the Institute’s past Aus- 
tralian Presidents who were recently 
elected to life membership were enter- 
tained by the Victorian Divisional 
Councillors. They are Messrs. J. E. 
Morten, M. V. Anderson, and A. O. 
Sorenson, who have between them 
given seventy-three years of service to 
the profession. Mr. Morten has been 
President on two occasions, in 1939 and 
again in 1945. The Victorian Presi- 
dent, Mr. H. F. Fox, presented the 
three guests of honour with barometers 
a a gesture in recognition of their 


he and faithful service to the Insti- 
ute, 


Activities 


The Christmas Luncheon was again 
popular, and the speaker, Mr. K. S. 
» Manager of HSV7, Herald-Sun 
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very pleasant evening of light enter- 
tainment concluding with supper was 
enjoyed by those present. 

Meetings 


The Society did not hold a meeting 
in January, as many members were on 
holiday, but details of the February 
function were forwarded to all mem- 
bers late in January. 


of Cost Accountants 


Television Pty. Ltd., gave a very inter- 
esting talk on Television in Australia. 

It is planned to arrange visits to two 
factories in February, and details of 
the arrangements will be given to mem- 
bers early in the New Year. 


Co-ordination of activities with 
Society of Accountants 


In response to an invitation from the 
Society, the Cost Institute has nomin- 
ated Mr. K. Cross and Mr. W. P. Round 
as Cost Institute representatives on the 
Education Committee of the Society. 


SOUTH AUSTRALIAN DIVISION 


The South Australian Division’s 
annual Christmas “Sundowner” was 
held at the Hotel Rundle on Friday, 14 
December. The State President, Mr. 
O. L. Wilson, welcomed the guests, 
and extended to those present best 
wishes for the festive season. 
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PROFESSIONAL 
NOTICES 


Rate per line 5/-; minimum per insertion 15/-. 


ACCOUNTANCY PRACTICE — Experi- 
enced country Associate desires to purchase 
Victorian country practice. Replies to No. 
433, C/o Australian Society of Accountants, 
37 Queen Street, Melbourne. 


ACCOUNTANT—Departmental store in 
Port Moresby. Good position. £1,500 p.a., no 
income tax. Free single accommodation. Re- 
turn fares paid. One month’s leave p.a. Apply 
“E.K.,” C/o Box 156 P.O., Port Pirie, South 
Australia. 


ACCOUNTANT—Experienced taxation and 
machine bookkeeping, seeks purchase whole 
or part of practice or share office to establish 
practice. South-east South Australia or 
South-west Victoria. Reply “Tax Machine,” 
C/o State Registrar, Australian Society of 
Accountants, 22 Grenfell Street, Adelaide. 


ADELAIDE ACCOUNTANT, now out of 
practice, is available for relieving duties or 
will assist busy practitioner—telephone 
W 3829. 


BOOKKEEPER required by firm of Solici- 
tors at Taree, N.S.W. Responsible position 
carrying very good salary. Apply to R. A. O. 
Martin & Nelson, 129 Pitt Street, Sydney. 
’*Phone BL 2131-2. 


CAPABLE BOOKKEEPER, FEMALE, 
passed taxation exam, knowledge typing and 
office machines, previous experience with 
practising accountants, seeks position. 
Please address replies to: No. 230, Aus- 
tralian Society of Accountants, 5 Bligh Street, 
Sydney. 


CHARTERED ACCOUNTANT (staff of 7) 
has opening for personal assistant. This 
position offers exceptional opportunity for 
specialised training in the higher activities 
of the profession and prospects of partnership. 
Applications are invited in writing, stating 
age, qualifications, educational standard, past 
experience and professional objectives, as 
well as present salary and expected salary. 
Address replies to “SCOT,” C/o Australian 
Society of Accountants, 37 Queen Street, 
Melbourne. 


MELBOURNE PRACTITIONER _ with 
auditing, public accounting, and taxation ex- 
perience, commencing practice, has time 
available to assist other accountants. Reply 
Box 436, C/o Australian Society of Account 
ants, 37 Queen Street, Melbourne. 


PRACTICE REQUIRED, established in 
Sydney, vicinity £3,000 fees. Please reply to 
No. 231, C/o Australian Society of Account- 
ants, 5 Bligh Street, Sydney, N.S.W. 


PUBLIC ACCOUNTANT, FASA, 
A.A.LS., commencing practice on March Ist, 
will have time available to assist other prat- 
titioners. Wide experience in executor, 
trustee, general financial and company a- 
counting and administration. Replies to Ba 
437, Australian Society of Accountants, 37 
Queen Street, Melbourne, or ring WX 6167. 


PURCHASE OF PRACTICE—Public ac- 
countant, tax agent, desirous of purchasing 
practice in Toowoomba with gross fee 
vicinity £2,000-£2,500. Please reply No. 136, 
C/o Australian Society of Accountants, En- 
pire House, Wharf Street, Brisbane. 
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GET THE PAPER RIGHT 


SPECIFY 


BURNIE 


Paper is the basis of all good 
printing. Make sure you get 

good results from your printing 
— specify a BURNIE quality 


MSOCIATED PULP AND PAPER MILLS LTD 


Offices at Melbourne, Sydney, Brisbane, Adelaide 
Mills at Burnie, Tasmania 


“Burnie” products are distributed by wholesale Paper Merchants throughout Australia and New Zealand 


The Australian Accountant, February, 1957. 











An attractive 


for the Australian Accountant 


Note these four outstanding 
features: 
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easy insertion and removal 
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. Hard cover, finished in 
durable black cloth, with 
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Cashing your pay-roll cheque 








through Yellow Express saves 


time, risk and money — 


*FOR PROMPT EFFICIENT 
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WAAR EXPRESS CARRIERS LIMITED 


LBOURNE: 588 Little Collins St. - MB 4121 @ SYDNEY: 103 Murray St. - MW 238i 
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Eric R. Jeffery | | ACCOUNTANCY COLLEGE 


Member of the Stock Exchange of Melbourne PTY. LTD. 
Stock Exchange Buildings (Basement) 
422-426 Little Collins Street, Melb., C.1. National Insurance Building, 
17 Castlereagh Street, 
(near Martin Place), 
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ACCOUNTANCY CLASSES 


Thorough instruction by highly qualified Principal : 


lecturers. R. KEITH YORSTON, F.A.S.A. 


Full range of subjects for Society’s Exam- 
inations, 


Personal Coaching, by practising 
Stott’s Business College accountants, for the examinations 


96 Russell Street, of the Australian Society of Ac- 
Melbourne, C.1. MF 5231. countants. 
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For Your Library i 


A work of vital importance and 
interest to all Australian accountants 


ACCOUNTING, 


A Social Force in the 
Community 


By Mary E. MURPHY, PH.D., CPA 


Professor of Accounting, Los Angeles State College of Applied Arts 
and Sciences; Director-elect, Research and Service Department, Insti ~ 
tute of Chartered Accountants in Australia. —- 


Price 3Qs. net 


From Divisional offices, Australian Society of Accountants, and leading” 3 
booksellers. ' 


e Enlargement of the accountant’s viewpoint * Dilemmas and chal 

lenges in modern accounting * The correlation of accounting and™ 

economics ® The determination and statement of income for account © 

ing purposes ® A comparison of income taxation in Australia, Great ’ 

Britain and the United States ® The rise of the controller in business % 

management ® Accounting and managerial problems in the Australian 7 
economy. 


208 pages, Demy 8vo. Published by Melbourne University Press for : 
the Australian Society of Accountants. 
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